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Dear Governor Schneider:

This report presents the results of our review of interfund loans and Federal grant balances
of the Government of the Virgin Islands. The objective of our audit, as amended, was to
determine (1) al amounts borrowed by the Generd Fund from specia fund accounts during
fiscal years 1995, 1996, and 1997 and (2) the outstanding balances of such interfund loans
and the unobligated balances of Federal grant accounts. This report aso updates preliminary
information presented in our advisory report “Status of Interfund Loans and Other
Obligations, Government of the Virgin Islands’ (No. 98-1-187), which was issued on
December 22, 1997.

Based on our review, we concluded that (1) the Government, as of September 30, 1997, had
outstanding operations-related obligations of about $588 million; (2) complete, current, and
reliable information on the balances of Federal grants awarded to the Government was not
readily available; and (3) the Government had not taken adequate steps to correct
long-standing financial management problems that had an adverse impact on its financial
condition. Specially, we found that:

- The Government, as of September 30, 1997, had outstanding operations-related
obligations (excluding bonded debt) totaling $588 million as follows: $120 million for
unauthorized and unrecorded interfund loans; $21 million for authorized and recorded
interfund loans;, $150 million for disaster-related loans received from the Federa Emergency
Management Agency after Hurricanes Hugo and Marilyn; $14 1 million for retroactive saary
increases and fringe benefits for fiscal years 199 1 through 1997; $76 million for income tax
refunds for tax years 1994 through 1996; at least $67 million for goods and services provided
by approximately 4,000 vendors, and $13 million for the Government Employees Retirement
System for the Early Retirement Incentive, Training and Promotion Act of 1994 and regular
retirement contributions for September 1997. In January 1998, the Legidature approved and
the Governor signed into law Act No. 6197, which authorized the Government to obtain a
short-term (1 O-month) loan of $106 million to pay $64 million in outstanding income tax



refunds and $42 million in outstanding vendor invoices. Regarding the Government’s
overall financial condition, the effect of Act No. 6197 was to convert accounts payable of
$106 million into loans payable of $106 million that would accrue interest at the rate of
6.9 percent annually. The Government said that it intended to liquidate the $106 million loan
from the proceeds of bonds that were issued in May 1998.

- Although the Virgin Islands Office of Management and Budget maintained a
tracking system for Federal grants received by the Government, this system relied on
information provided by individua operating agencies of the Government and was not
current or reliable. Financial information on Federal grants contained in the Financial
Management System operated by the Department of Finance aso was not current or reliable.
Our review of Federal grant accounting practices at the four Government agencies that
receive the largest amount of Federal grant funds on arecurring annual basis disclosed that
the Department of Health and the Department of Human Services generally maintained
effective control over their grant funds and did not have any materiad amounts of unobligated
grant funds; the Department of Education did not liquidate outstanding encumbrances or
submit grant Financial Status Reports for its fiscal year 1997 consolidated block grant
($17 million) within the time frames required by the Code of Federal Regulations; and the
Department of Public Works did not fully use grants of about $38.1 million it had received
during the period of 1984 to 1997 for the establishment and operation of the public bus
transportation system ($6.6 million), the purchase of buses for elderly and handicapped
persons ($0.8 million), various environmenta protection projects ($17 million), and various
highway improvement and construction projects ($13.7 million).

- Although the Government has made some improvements in its operations, long-
standing problems still existed in the areas of overall financial management, expenditure
control, revenue collection, and program operations. We believe that these long-standing
problems have a negative impact on the Government’s overall financial condition and that
significant improvements in these areas could have been achieved if the Government had
implemented audit recommendations made by the Office of Inspector Generd and the Virgin
Islands Bureau of Audit and Control.

To correct these conditions, we have made 20 recommendations that, athough they will not
solve the Government’s immediate financial criss, could provide a bass for the Government
to initiate long-term improvements in its daily operations and in its overall financial
condition.

On June 4, 1998, we discussed a preliminary draft of this report with the Commissioner and
other officials of the Department of Finance, who generally concurred with the
recommendations but disagreed with our conclusion that, as a result of the unrecorded
interfund loans of $120 million, Federal funds may have been used to cover an overdraft in
the Specia and Other Funds bank account. On June 22, 1998, the Commissioner of Finance
also provided us with a written response (Appendix 5) to the preliminary draft report, which
disagreed with our conclusions that (1) unrecorded interfund loans of $120 million were not
authorized by the Legidature and (2) Federa funds may have been used to cover an overdraft



in the Speciad and Other Funds bank account. Inits response, Finance also stated that it had
begun actions to implement several of the audit recommendations.

On June 30, 1998, we transmitted the draft of this report to the Governor of the Virgin
Islands requesting a response by August 7, 1998. On August 20, 1998, we received the
response from the Governor that was dated August 7, 1998 Based onthe response received,
we consider 6 of the report’'s 20 recommendations resolved and implemented, 3
recommendations unresolved, and request additional information for 11 recommendations
(see Appendix 6).

The Inspector General Act, Public Law 95-452, Section 5(a)(3), as amended, requires
semiannual reporting to the U.S. Congress on all audit reports issued, the monetary impact
of audit findings (Appendix 1), actions taken to implement audit recommendations, and
identification of each significant recommendation on which corrective action has not been
taken.

In view of the above, please provide a response, as required by Public Law 97-357, to this

report by October 9, 1998. The response should be addressed to Caribbean Office, Federal

Building - Room 207, Charlotte Amalie, Virgin Idands 00802. The response should provide
the information requested in Appendix 6.

Sincerely,

Richard N. Reback
Acting Inspector General
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INTRODUCTION

BACKGROUND

The Government has three main checking accounts: the General Fund bank account (at the
Chase Manhattan Bank), which is used for the general revenues and operating expenses of
the Government; the Special and Other Funds bank account (at the Banco Popular de Puerto
Rico), which is used for revenues and expenses related to special programs such as Federal
grant programs and a variety of specialy funded local programs; and the Payroll Fund bank
account (at the Chase Manhattan Bank), which is a “zero balance” clearing account. Each
pay period, sufficient monies from the General Fund and the special funds are deposited into
the Payroll Fund bank account and used to pay employee salaries and other related payroll
expenses, such as withholding and Federal Insurance Contributions Act (FICA) taxes,
retirement contributions, and health insurance premiums.

In accordance with generally accepted government accounting principles, the General Fund
and each of the Government’s special funds should have complete sets of general ledger
accounts, which consist of balance sheet accounts (assets, liabilities, and equities) and
operating accounts (revenues and expenditures). These general ledger accounts are
maintained in the computerized Financial Management System maintained by the
Department of Finance and are used as the basis for preparing annual financia statements
of the Government. Generally accepted government accounting principles require the
issuance of a comprehensive annual financial report, and the Single Audit Act of 1984
requires that audited financial statements be issued as part of an overall audit of all Federal
financial assistance within 12 months of the end of each fiscal year. However, the most
recent audited financial statements and single audit report issued by the Government were
for the fiscal year ended September 30, 1994.

Interfund Loans

Since at least March 1995, the Government of the Virgin Islands has experienced financial
difficulties that have resulted in cash flow problems and the need for interfund loans to meet
regular operating expenses. In March 1995, the Legislature, anticipating that the
Government of the Virgin Islands would not be able to meet payroll costs in March and
August 1995 (which had three Government paydays), passed Act No. 6068, which the
Governor signed into law. The Act authorized the Governor, through the Commissioner of
Finance, “to borrow, on atemporary, short-term basis, an amount not to exceed $15 million
for the exclusive purpose of meeting the recurring payroll cost of the Government of the
Virgin Islands when the Governor determines that the revenues collected are insufficient to
cover any payroll which comes due during such insufficiency.” The Act further stated, “No
short-term loan may be made which cannot be retired with revenues collected for the fiscal
year in which it was obtained.” The Act had an expiration date of September 30, 1995.
However, in November 1996, the Legislature passed Act No. 6128, which the Governor



signed into law and which (among other provisions) retroactively extended the period to
repay any funds borrowed under the authority of Act No. 6068 to September 30, 1997.

Based on the authority provided by Act No. 6068, the Government, during the period of
March to September 1995, borrowed atotal of $20 million’ from special fund accounts to
meet its payroll obligations. Of the $20 million borrowed, only $8.5 million had been repaid
($5 million in June 1995 and $3.5 million in July 1997) as of September 30, 1997. Thus,
$11.5 million remained outstanding.

Despite the borrowing authority provided by Act No. 6068, the Government has not been
able to meet its operating expenses with current operating revenues. This situation was
exacerbated by a general economic downturn and by the impact of Hurricanes Marilyn in
September 1995 and Berthain July 1996. The fiscal year 1998 Executive Budget consisted
of estimated General Fund revenues totaling $361.9 million and General Fund
expenditures totaling $459.5 million, or a revenue shortfall of $97.6 million.2 Also, the
payment of any portion of the outstanding obligations discussed in this report would increase
that shortfall accordingly.

Federal Grants

The Federal Grants Management Unit within the Virgin Islands Office of Management and
Budget is responsible for (1) monitoring recipient compliance with financial and
performance objectives of Federal grant awards and (2) developing programs and policies
to ensure the effective application of Federal funds. To comply with these responsibilities,
the Federal Grants Management Unit maintains a grant tracking system that is based on
information that the Unit requests from Government agencies on a quarterly basis regarding
grant award, drawdown, and balance amounts. Federal Grants Management Unit officials
told us that they requested this information directly from the grantee agencies because they
did not consider information contained in the Government's Financial Management System
to be accurate, current, complete, and reliable. The grant tracking system is used by the
Office of Management and Budget for budget and grant management purposes.

‘Department of Finance officials stated that although a total amount of $20 million was borrowed in
accordance with Act No. 6068, the outstanding amount at any time never exceeded the $15 million limit
contained in the Act.

2To balancethe budget, the fiscal year 1998 Executive Budget also included, as General Fund revenue sources,
$18.1 million in contributions from other funds, $33 million from privatization of the Virgin Islands Water and
Power Authority, $27 million from a Federal Emergency Management Agency (FEMA) Community Disaster
Loan, $4.5 million from a FEMA State Share Loan, and $15 million from “economic stimulus investments.”
However, as of January 3 1, 1998, except for the interfund contributions and the release of $12 million by
FEMA for the Community Disaster Loan, these supplementa revenue sources did not appear to be firm
commitments because the privatization of the Water and Power Authority had not been approved by the
Legidature and private investments in new casino resorts and other similar projects had not materialized.
Additionally, the fiscal year 1998 General Fund appropriation acts passed by the Legidature totaled
$460.9 million rather than the $459.5 million estimated in the Executive Budget.
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As of March 1997 (the most recent data available from the Federa Grants Management Unit
as of January 3 1, 1998), the grant tracking system contained information on approximately
400 Federa grants, totaling $427 million (exclusive of long-term Federal grants for health
facilities congtruction and Federd Emergency Management Agency (FEMA) disaster loans),
that were awarded during fiscal years 1993 through 1997. In addition, drawdowns reported
against the grants totaled $272 million, leaving reported balances totaling $155 million
available for drawdown. However, as discussed in Finding B, these grant balances were not
necessarily available for expenditure by the Government because the amounts were
inaccurate or the funds were committed for specific projects or programs.

OBJECTIVE AND SCOPE

The original objective of our audit was to determine the status of interfund loans and other
outstanding obligations of the Government as of September 30, 1997, and the unobligated
balances of Federal grant accounts as of March 3 1,1997. However, because of inappropriate
interfund loan transfers found during our fieldwork, our objective was amended to determine
(1) all the amounts borrowed by the General Fund from special fund accounts during fiscal
years1995, 1996, and 1997 and (2) the outstanding balances of such interfund loans and the
unobligated balances of Federal grant accounts. With respect to the interfund loans portion
of the audit, the scope of the audit was extended to January 3 1, 1998, to consider the
$106 million loan negotiated by the Government to pay income tax refunds and vendor
invoices. With respect to the Federal grants portion of the audit, the scope of the audit was
qualified to the extent that we did not audit the costs claimed against Federal-grants to
determine whether these costs were reasonable, allowable, or allocable in accordance with
grant terms and conditions because the objective of that portion of the audit was limited to
determining the unobligated balances of grants. We generally relied on information
compiled by the Virgin Islands Office of Management and Budget but expanded the scope
of our review to include limited testing of Federal grant transactions at the Departments of
Health, Human Services, Education, and Public Works (the four Government agencies that
receive the largest amount of Federal grants on a recurring annual basis). The audit was
conducted from September 1997 through January 1998 at the Department of Finance, the
Office of Management and Budget, the Bureau of Internal Revenue, the Government
Employees Retirement System, and the four largest grantee agencies.

Our review was made, as applicable, in accordance with the “Government Auditing
Standards,” issued by the Comptroller General of the United States. Accordingly, we
included such tests of records and other auditing procedures that were considered necessary
under the circumstances.

We included an evaluation of internal controls to the extent we considered necessary to
accomplish the audit objective. The internal control weaknesses identified were related to
the recording of interfund loans and the establishment of a grants management system to
monitor the financial and compliance aspects of Federal grants. The control weaknesses are
discussed in the Findings and Recommendations section of this report.  The
recommendations, if implemented, should improve the internal controls in these areas.



PRIOR AUDIT COVERAGE

Since November 1985, the Office of Inspector General has issued five reports on financial
management within the Government of the Virgin Islands as follows:

- The December 1997 advisory report “Status of Interfund Loans and Other
Obligations, Government of the Virgin Islands’ (No. 98-1-187) was issued to provide
Government of the Virgin Islands officials with preliminary information on the status of
interfund loans and other outstanding obligations to alow them to make informed decisions
on the Government's finances. Although the advisory report did not contain any
recommendations, the Governor was provided with the opportunity to respond to the
advisory report before it was issued in final form. However, the Governor did not provide
aresponse until after the final report was issued. The Governor’s response to the advisory
report (Appendix 3) and the Office of Inspector General’s reply to the Governor
(Appendix 4) are discussed in Finding A of this report.

- The September 1994 specia report “Status of Improvements in Financial
Management and Program Operations, Government of the Virgin Islands’” (No. 94-1- 1284)
(1) presented a summary of long-standing problems in financial management, expenditure
control, revenue collection, and program operations; (2) recognized the corrective actions
taken by the Government of the Virgin Islands and the then-Office of Territorial and
International Affairs (now the Office of Insular Affairs) of the U.S. Department of the
Interior to address those problems; and (3) provided the Government with a series of
suggested goals and corrective actions to address the remaining problem areas. The
suggested improvement goals are discussed in Finding C of this report.

- The April 1994 special report “Bonded Debt of the Government of the Virgin
Idands and its Autonomous Agencies’ (No. 94-1-5 13) dtated that, as of March 3 1, 1993, the
Government and its autonomous agencies had outstanding bonds totaling $445.6 million.
The report also stated that from 1994 through maturity, the remaining debt service
requirement on those bonds, including $423.3 million ofinterest, would tota $868.9 million,
or about $8,600 in bonded debt for every resident of the Virgin Islands. The report further
stated that, as of August 1993, the Government and its autonomous agencies had issued an
additional $13.9 million in bonds and had been authorized or were planning to issue
$232.3 million more in bonds. The report concluded that, in general, pledged revenues
should be sufficient to meet the debt service requirements of the then-outstanding bonds but
that the issuance of the additiona $232.3 million in bonds could adversely affect the ability
of the Government’s Internal Revenue Matching Fund, the Water and Power Authority’s
water system, and the Port Authority’s aviation division to meet further debt service
requirements. The report did not contain any recommendations. However, since the report
was issued, the Government has been authorized by the U.S. Congress to restructure its
bonded debt, alowing the issuance of additional bonds. As of September 30, 1997, the
Virgin Islands Water and Power Authority was seeking an increase in its bond ceiling from
$130 million to $220 million. Additionally, in May 1998, the Government’s Public Finance
Authority issued $541 million in bonds, the proceeds of which are to be used to refinance



$257 million in existing Public Finance Authority bonds, pay off a $106 million bank loan
that the Government secured in January 1998 to pay a portion of outstanding income tax
refunds and vendor invoices, and fund various capital improvement projects.

- The August 1993 audit report “Implementation of the Financial Management
System, Government of the Virgin Islands’ (No. 93-1-1 382) concluded that although the
System was designed to provide an on-line environment for the Government’ s accounting
system, improved cash management capabilities, greater control over Federal grant funds,
and overall compliance with generally accepted accounting principles, the System (which
was implemented by the Government in fiscal year 1989) did not produce accurate and
timely financial statements and reports and did not meet generally accepted accounting
principles and various Federal financial reporting requirements. This occurred because of
undetected data entry errors, data transmission problems, the lack of a nontechnical user
manual, insufficient user training, and the inability of the System to handle the number of
users and volume of transactions. Our current review showed that the System did not
provide accurate, current, reliable, and complete data with respect to Federal grants.

- The November 1985 specia report “Government of the Virgin Islands 1985
Operating Deficit” (No. V-TG-VI1S-30-85) stated that the fiscal year 1985 deficit was in
excess of $50 million and that proposed deficit reduction initiatives of $46.9 million were
undertaken too late in the fiscd year to have any impact on the deficit, the Government was
meeting cash-flow requirements by deferring payments of payroll-related
employee/employer contributions and by borrowing from other special purpose funds within
the Division of Treasury (about $4.2 million outstanding as of May 1985), the actual
financial condition of the Government was unknown, and the existing financial crisis was
exacerbated by financial information that was not current or accurate. The report
recommended that the Governor prepare a detailed deficit reduction plan identifying specific
areas of expenditure reduction and sources of revenues to resolve the deficit, request
assistance from the then-Assistant Secretary for the Office of Territorial and International
Affairs to establish a Federal/local task force to address financial management system
problems, and require that locd managers who administer Federd grant programs review the
status of al current grants to ensure that those funds were used for their intended purposes.

Our current review has shown that the same types of problems continued to exist
in that (1) the General Fund could end fiscd year 1998 with an operating deficit of as much
as $97 million unless additiona revenue sources are found or expenditures are held to levels
below those appropriated by the Legidature; (2) the level of interfund borrowing to meet
cash-flow requirements has increased more than thirty-threefold (from $4.2 million to
$14 1 million) since the issuance of the November 1985 report; and (3) the financia condition
of the Government is still unknown because, as of January 3 1, 1998, audited financial
statements had not been issued for fiscal years 1995 and 1996, although they should have
been issued within 12 months of the end of each fiscal year.



FINDINGS AND RECOMMENDATIONS

A. INTERFUND LOANS AND OTHER OBLIGATIONS

We found that although the Legislature, in March 1995, authorized the Governor to borrow
funds not to exceed $15 million to meet payroll costs, the Government borrowed and
recorded $20 million based on that authorization and borrowed an additional $120 million
during the period of April 1995 to July 1997 which was not authorized by the Legidature or
recorded in the Government's financia records. As of September 30,1997, the Government
had outstanding operations-related obligations (excluding bonded debt) totaling
$588 million.® Title 33, Sections 3101 and 3108, of the Virgin Islands Code contains
prohibitions againgt deficit spending. However, the outstanding obligations existed because
the Government did not have sufficient General Fund revenues to meet all operating
expenses and made it a priority to meet its biweekly payroll. Inaddition, the Department of
Finance did not implement sound financial management practices to ensure that interfund
loans and other obligations were recorded in the official financial records, and it did not
inform the Legidature of the unrecorded interfund loans until our audit wasinitiated. Asa
result, as of September 30,1997, the Government had a tota operations-related debt of about
$588 million, or $226 million more than the projected General Fund operating revenues of
$362 million for fiscal year 1998. In addition, because the Department of Finance borrowed
$120 million from the Special and Other Funds bank account to cover biweekly payroll costs
but did not record those loans in the financial records of the Government, the balances of
individual special fund accounts maintained in the Department of Finance's Financial
Management System were not accurate. Moreover, there was little assurance that Federal
funds were not used to pay for General Fund payroll-related expenditures because Federal
and local funds were commingled in the Special and Other Funds bank account.

Interfund Loans

As of September 30, 1997, the Government had outstanding interfund loans totaling about
$141 million, which consisted of unauthorized and unrecorded loans of $120 million and
additional interfund loans of $21 million that were legally authorized and recorded in the
financial records.

3In January 1998, the Legidature approved, and the Governor signed into law, Act No. 6 197, which stated that
the Virgin Idlands Public Finance Authority was authorized “to borrow $106 million from a bank or other
financial institution and to lend the proceeds to the Government of the Virgin Islands to pay outstanding tax
refunds and vendor payments.” Of the $106 million loan, $64 million was to be used to pay income tax
refunds, and $42 million was to be used to pay vendors. Therefore, these portions of the Government’s debt
have, in effect, been converted from accounts payable for income tax refunds and vendor payments to loans
payable for a bank loan. Based on the Act, the bank loan was to be repaid from a planned bond refmancing.
The issuance of the new bonds was concluded in May 1998. However, if the bank loan is not retired with bond
proceeds within 10 months, a $41.2 million principal payment will be due immediately and the
remaining $64.8 million principal balance would have to be repaid over a period of 5 years from the Internal
Revenue Matching Fund. In addition, interest on the loan would increase from 6.9 percent to 10 percent a year.
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Unauthorized Interfund Loans. We found that because the Government was
unable to meet its biweekly payroll and payroll-related expenses, the Department of Finance
established the practice of borrowing but not recording in its financid records amounts from
the Special and Other Funds bank account to cover the payroll-related expenses for FICA
taxes and health insurance premiums. Department of Finance officials told us that although
the practice of making interfund loans to meet payroll-related expenses had been occurring
for a number of years, during the past 3 fiscal years the Department was unable to reimburse
the Special and Other Funds bank account before the end of each fiscal year because of a
decline in General Fund revenues.* As of September 30, 1997, the Payroll Fund owed the
Special and Other Funds bank account a total of $120 million. There was no legidlative
authorization to borrow this money, and these “unauthorized loans’ had not been recorded
againgt individual special fund accounts. Accordingly, the balances maintained by the
Department of Finance's Financial Management System for the General Fund and special
fund accounts were not accurate. Specifically, the financial records for the General Fund
should include a Due to Other Funds liability account for the $120 million in loans, and the
financial records for each speciad fund should include a Due From Other Funds asset account
for its appropriate share of the $120 million in loans.

According to the Department of Finance's Accounting Manual, the Payroll Fund was
established so that “payroll costs chargeable to various funds may be segregated and
consolidated.” Furthermore, Department of Finance officials told us that the Payroll Fund
operated as a zero balance fund, or “wash account.” Therefore, according to Department of
Finance officials, amounts should have been transferred to the Payroll Fund bank account
from the General Fund bank account on a biweekly basis to cover the payroll and payroll-
related expenses. However, because of an insufficient balance in the General Fund bank
account, the Government used the Special and Other Funds bank account to pay for the
payroll-related expenses. In order for the Payroll Fund to operate as a zero balance fund, the
Department of Finance prepared checks from the Payroll Fund bank account to reimburse
the Special and Other Funds bank account for amounts borrowed. These checks were held
by the Department of Finance's cashier awaiting authorization from Division of Treasury
officials to deposit the checks into the Special and Other Funds bank account when there
were sufficient General Fund revenues to cover the checks. Accordingly, as of
September 30, 1997, the Department of Finance's cashier held, at the Department’ s offices
on St. Thomas, 87 checks, totaling $120 million, that were written against the Payroll Fund
bank account for expenses related to pay periods from April 24, 1995, through July 31, 1997.
The checks were made payable to either the FICA Taxes Withheld Fund ($9 1 million) or the
Health Insurance Fund ($29 million). (Both funds are part of the Special and Other Funds
bank account.) Based on our review of the financial information contained in the
Department of Finance's Financid Management System for the FICA Taxes Withheld Fund
and the Health Insurance Fund for fiscal years 1995 through 1997, we found that the two
funds had a combined deficit of about $130 million for fiscal years 1995 through 1997. (The

“Based on our November 1985 report on the Government’s fiscal year 1985 operating deficit (see Prior Audit
Coverage section of this report), we concluded that the practice of making interfund loans to pay payroll-
related expenses was used as early as fiscal year 1985.
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$10 million difference could be accounted for by other interfund transactions and
transactions in transit that should be reconciled during the year-end process when the
financial statements for these fiscal years are prepared.)

According to Title 3, Chapter 11, of the Virgin Islands Code, the Department of Finance is
responsible for providing “general supervision over, and custody of, the special and public
trust funds.” Furthermore, according to the Department .of Finance' s Accounting Manual,
the “ Special Fund” group consists of about 400 funds “ created to account for certain types
of revenues specifically earmarked for certain activities of the Government, and also for
grants and/or contributions to finance certain special programs sponsored by the Insular
Government or jointly with the Federal Government.” In addition to most Federaly funded
programs, many locally funded programs are accounted for through the Special and Other
Funds bank account, including the Internal Revenue Matching Fund (pledged for debt
service on most Government bonds), the Health Revolving Fund (used to finance hospital
operations), the Tourism Advertising Revolving Fund (used to promote the tourism
industry), the Trangportation Trust Fund (used to finance highway construction and repairs),
and the Paternity and Child Support Revolving Fund (used to receive and distribute child
support payments). Therefore, the Special and Other Funds bank account contained both
loca and Federa funds. According to the Accounting Manua, “The use of the revenues and
receipts credited to these [special] funds are restricted to the purposes determined by the
provisions of the legislation or directives creating them, and expenditures and obligations
against these funds shall be made only in accordance with such provisions.”

We reviewed the activity in the Special and Other Funds bank account and found that the
Department of Finance maintained three accounts, one savings account and two checking
accounts, at Banco Popular de Puerto Rico’s St. Thomas branch. One of the checking
accounts was referred to as the “old” account, and the other was referred to as the “new”
account. According to the Department of Finance's Acting Director of Treasury, the savings
account contained only local funds not immediately earmarked for expenditure, such as
proceeds from the Internal Revenue Matching Fund. As of September 30, 1997, the savings
account had a balance of $23 million. With respect to the checking accounts, we found that
eectronic transfers of Federal funds were credited to either the “old” or the “new” checking
account but that checks could be written only against the “new” account. Therefore,
electronic transfers of Federal funds received into the “old” account were transferred to the
“new” account by means of debit and credit memoranda. In addition, daily loca collections
were deposited into the “new” account.

For purposes of our review, we concentrated our audit efforts on the “new” checking account
and found that the account was overdrawn on 143 days during fiscal years 1996 and 1997,
including by $12 million on December 4, 1995. We also found that the bank started to
charge the Government for overdrafts in November 1996 and that, through September 30,
1997, such charges totaled about $12,150.

We also analyzed the electronic transfers of Federa grant funds received by the “new”
checking account during fiscal years 1996 and 1997 and found 182 unidentified electronic



transfers of Federal funds, totaling $25 million, for which a Statement of Remittance’had
not been prepared. Accordingly, these 182 transactions were not recorded in the Financial
Management System and credited to the appropriate special fund accounts.

During legislative hearings on April 7, 1998, the Commissioner of Finance stated that he
“categorically denie[d]" that Federa and local funds “were commingled” with respect to the
$120 million in unauthorized interfund loans. However, we found 76 instances in which the
Specia and Other Funds bank account was overdrawn on days when Federal funds
(157 electronic transfers, totaling $18.8 million) were received and should have been
availablein the account. For example, on October 10, 1996, the Department of Education
requested and received an eectronic transfer of Federal funds to pay for educationa supplies
totaling $479,000. The Department of Finance processed a check on October 11, 1996, to
pay for the educational supplies, but the check was not released to the vendor until
October 15, 1996. We found that the Special and Other Funds checking account was
overdrawn during the 4 business days between October 10 and 15, 1996, although the
October 10, 1996, electronic fund transfer of $479,000 should have been available in the
bank account at least until October 15, 1996, the date that the check was released by the
Department of Finance. Therefore, we concluded that the eectronic transfer of Federal funds
earmarked for educational supplies for the Department of Education was used to fund the
overdrawn status of the checking account during the period of October 10 to 15, 1996.

We believe that this example and the 75 other instances in which the Special and Other
Funds bank account was overdrawn on days when Federal funds were received support our
conclusion that Federd funds were used to cover the overdrawn condition of the Specid and
Other Funds bank account, which would not have occurred if the $120 million in
unauthorized and unrecorded interfund loans had not been made. As a result, the
unauthorized loans restricted the amount of funds available for the payment of expenses of
Federal programs funded through special fund accounts.

In our opinion, the unrecorded loans of $120 million from the Specid and Other Funds bank
account were not authorized by the Legidature and were therefore improper. In addition, the
unauthorized loans may be in violation of Title 33, Section 3 101, of the Virgin Idands Code,
which states:

No officer or employee of the Virgin Islands shall make or authorize an
expenditure from, or create or authorize an obligation under, any
appropriation or fund in excess of the amount available therein; nor shal any
such officer or employee involve the government in any contract or
obligation for the payment of money for any purpose, in_advance of

SA Statement of Remittance is the document used to record revenue information into the Financial
Management System. According to the Department of Finance’s Accounting Manual, agencies that do not have
a collector or assistant collector “shall prepare a Statement of Remittance, to cover any remittances, and
transmit it, together with the remittances, to the collector of the Department of Finance.”
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appropriations made for such purpose, unless such contract or obligation is
authorized by law. [Emphasis added.]

Further, the Government’s failure to record these loans in its financial records as liabilities
of the General Fund and receivables of the special funds was contrary to generally accepted
accounting principles. Specifically, Section 1100.10 1 of the Codification of the Government
Accounting and Financial Reporting Standards states:

A government accounting system must make it possible both: (a) to present
fairly and with full disclosure the financial position and results of financial
operations of the funds and account groups of the governmental unit in
conformity with generally accepted accounting principles and (b) to
determine and demonstrate compliance with finance-related legal and
contractual provisions.

In addition to the requirements imposed by laws, regulations, contractual obligations, and
generally accepted accounting principles, the Government, in our opinion, has a trust
responsibility to the residents of the Virgin Islands to accurately record and report on all of
its financia activities. This responsibility includes recording in the financial records of the
respective funds all known outstanding obligations, including the obligations discussed in
this report.

Authorized Interfund Loans. We aso found that, as of September 30, 1997,
certain special funds were owed about $21 million for authorized interfund loans, which
consisted of $11.5 million that was still outstanding on the loans of $20 million® made in
accordance with Act No. 6068 (see Background section of this report) and an additional
$9.6 million borrowed by the Government in 1996. Regarding the $9.6 million in loans, the
Government, in March 1996, borrowed $3.1 million from the AMPAC (American Property
and Casualty Insurance Company) Settlement bank account, which was established with
funds from the settlement of a case against an insurance company that defaulted on
policyholder claims after Hurricane Hugo in 1989. The $3.1 million was used as an
allotment to the University of the Virgin Islands for operating expenses. Additionally, in
August 1996, the Government borrowed $6.5 million from the St. John Capital Improvement
Fund for General Fund expenses. These two loans were outstanding as of September 30,
1997. All of these loans were recorded in the financia records of the related funds.

Other Outstanding Obligations

In addition to the interfund loans totaling $141 million, we found that, as of September 30,
1997, the Government had other outstanding obligations totaling $447 million as follows:

®Department of Finance officials stated that athough a total amount of $20 million was borrowed in
accordance with Act No. 6068, the outstanding amount at any time never exceeded the $15 million limit
contained in the Act.
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- FEMA was owed about $150 million” for Community Disaster Loans provided
to the Government. Specifically, in May 1996, FEMA denied the Government’s request to
convert the $44.3 million outstanding balance (including interest) of the 1989 Hurricane
Hugo loan to agrant. In addition, the Government had not requested that FEMA convert
the $96.5 million outstanding balance (including interest) of the 1995 Hurricane Marilyn
loan to a grant. The Government also owed FEMA $9.5 million (including interest) on a
State-Share Loan that was provided to allow the Government to meet the state matching
requirement for FEMA disaster assistance funds.

- Governmental employees were owed $141 million* for the estimated cost of
salary increases and related fringe benefits based on union negotiations (concluded and
pending) for fiscal years 1992 through 1997.

- Taxpayers were owed $76 million’ for income tax refunds for tax years1994
through 1996, which consisted of $23 million for tax years 1994 and prior years, $26 million
for tax year 1995, and $27 million for tax year 1996.

- Vendors were owed at least $67 million,'® which consisted of $61 million for
miscellaneous disbursement vouchers and purchase orders (for about 4,000 vendors)
processed but not paid by the Department of Finance during March to September 1997,
$4 million for about 1,000 vendor payments for which checks had been prepared but
insufficient funds precluded the checks from being issued to the vendors, and $2 million for
about 1,000 vouchers that had been rejected by the accounts payable system because of data

"FEMA released an additional $12 million in Community Disaster Loan funds to the Government prior to
January 3 1, 1998, and an additional $12 million during February 1998. Therefore, the total amount owed
FEMA as of February 1998 was at least $174 million, not including additional interest accrued during the
period of October 1997 through February 1998.

‘Legidative hearings were held on December 2, 1997, to identify funding sources for a union contract for
3,200 Governmental employees, which the Governor had signed and submitted to the Legislature for approval.
During the hearings, Governmental financial managers testified that the contract included salary
increases totaling $13 million but that, in exchange for these increases, the union agreed to forego $45 million
in retroactive salary increases due for fiscal years 1993 through 1996. Therefore, as of January 3 1, 1998, total
obligations for retroactive salary increases had decreased from $14 1 million to $109 million.

°In January 1998, the Legidature approved, and the Governor signed into law, authorization for the
Government to borrow $106 million to pay outstanding income tax refunds and vendor payments. In addition,
as of January 1998, the amount owed for income tax refunds had increased to about $90 million. Because
$64 million of the $106 million borrowed was to be used for payment of outstanding income tax refunds, the
obligation for income tax refunds as of January 3 I, 1998, was reduced to $26 million, with $64 million
converted to a loan payable.

'OBecause $42 million of the $106 million loan approved by the Legidature in January 1998 was to be used
for vendor payments, the obligation for vendor payments as of January 3 1, 1998, was reduced to $25 million,
with $42 million converted to a loan payable. However, because these amounts did not include additional
vendor invoices that may have been held by operating agencies and not processed for payment, the total
amount owed vendors may actually be more than $25 million as of January 3 1, 1998.
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entry errors or insufficient data (these vouchers were pending completion of processing). Of
the $61 million for miscellaneous disbursement vouchers and purchase orders that were
processed but not paid, $12 million represented amounts owed by the General Fund to 16 of
the Government’s special funds.

- The Government Employees Retirement System was owed $13 million, which
consisted of $7 million for unfunded portions of the Early Retirement Incentive, Training and
Promotion Act of 1994 and $6 million for Government contributions and loan payments to
the Retirement System for the two pay periods in September 1997.

A summary of outstanding obligations as of September 30, 1997, and the estimated
obligations as of January 3 1, 1998, is presented in Appendix 2. Although total obligations
decreased by $6 million during the intervening 4 months, the $106 million bank loan that
was approved in January 1998 only postponed the payment of $106 million in obligations
to future periods, with an additional obligation to pay interest on the $106 million loan.

Response to Advisory Report

On November 21, 1997, we requested that the Government respond, by December 3, 1997,
to the draft advisory report on the status of interfund loans and other obligations (see Prior
Audit Coverage section of this report). The draft advisory report further stated that the
Government’s comments had to be submitted by that date to ensure that they would be
included in the final version of the report. However, we did not receive the response from
the Governor, dated December 1, 1997, and postmarked December 29, 1997, until
January 6, 1998. Therefore, the Governor's comments were not included in the finad version
of the advisory report.

Governor’s Response. In response to the draft advisory report, the Governor’s
response (see Appendix 3) expressed “strong objection” to the conclusions of the report and
stated that the Administration did not make $120 million in unauthorized interfund loans
during the period of April 1995 to September 30, 1997. The response stated that “our
records for that same period show that over $41 million was already borrowed before
April 1, 1995" and “the fact is that this total represents amounts borrowed that remain
unpaid, and the amounts legally authorized to be transferred from other funds to support
operating expenses of the Generad Fund.” The response also stated that “at the start of Fiscal
Y ear 1995, October 1, 1994, the General Fund owed $34.5 million to the Payroll Fund for
further disbursement to the FICA and the Health Insurance Funds.”

In addition, the response stated, “During Fiscal Y ears 1995 through 1997, legislation was
enacted authorizing borrowings and transfers of $49.9 million to support the operating
expenses of the General Fund, which includes payroll.” The five legidative acts referred to
in the response as authorizing a total of $49.9 million in interfund borrowing and transfers
were Act Nos. 6075, 6078, 6084, 6086, and 6119. Finaly, the response “seriously”
questioned the “figure of $574 million [as stated in the draft advisory report] as the ‘genera
operating obligations’ of the Government.” The response stated, “Only the current portion
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of the long-term debt is considered for accounting purposes, as general operating
obligations.”

Office of Inspector General Reply. We replied to the Governor’s response to the
draft advisory report in a letter dated February 5, 1998 (see Appendix 4). In the letter, we
stated that “our review of the 87 checks showed that, athough they were dated from
September 9, 1995, through September 12, 1997, the checks were for repayment of FICA
and health insurance expenses related to the pay periods April 1 1-24, 1995, through July
18-31, 1997.” Our reply also stated, “If, as stated in [the Governor's] response, ‘over
$ 1 million was aready borrowed before April, 1995, then that $4 1 million was in addition
to, not a part of, the $120 million discussed in our report.” Our reply further noted that the
Governor’s statement that “at the start of Fiscal Year 1995, October 1, 1994, the Genera
Fund owed $34.5 million to the Payroll Fund for further disbursement to the FICA and the
Hedth Insurance Funds’ raises concerns about the accuracy of the General Purpose Financia
Statements included in the single audit report for the fisca year ended September 30, 1994,
because the financid statements and the accompanying notes did not include reference to an
amount of $34.5 million that the Genera Fund owed to the Payroll Fund as of September 30,
1994 (which would have been carried forward to beginning balances on October 1, 1995).

In regard to the five legidative acts, with appropriations totaling $49.9 million, referred to
in the Governor’s response to the advisory report, our reply described in detail the reasons
for our conclusion that those legidlative acts did not authorize loans of the type included in
the $120 million in unauthorized interfund loans reported in the advisory report (and in this
report). We indicated that the only exception we were inclined to make was that Act
No. 6078 authorized the transfer of $6 million from “any funds available in the Treasury of
the Government of the Virgin Islands to offset the decrease in revenue” that occurred as a
result of an authorized rollback in 1994 real property taxes to the 1992 rate of assessment.
However, we stated that we would offset this $6 million against the reported $120 million
in unauthorized interfund loans only when the transfer was recorded in the officia financia
records of the Government.

Finaly, we did not identify the $570 million (as reported in the final advisory report but
adjusted to $588 million in this report) as “general operating obligations’ but as a “total

operating debt,” with the intention of differentiating it from bonded debt, which is generdly
incurred for the purpose of funding capita improvement projects. All of the items included
in the $570 million amount were incurred either as a result of the Government’s general

operations or to finance general operating expenses. However, to more clearly identify the
nature of the obligations that were the subject of our review, we have referred to these debts
as “operations-related obligations’ in this report.

Response to Preliminary Draft Report
In the June 22, 1998, response (Appendix 5) to the preliminary draft of this report from the

Commissioner of Finance, the response stated that Title 23, Section 1125, of the Virgin
Idands Code authorized the Governor “to utilize al available resources of the Territory while
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under a State of an Emergency.” However, because that authorization is contained in a
section of the Virgin Islands Code (titled the “Virgin Islands Territorial Emergency
Management Act”) that pertains specifically to the proclamation of a state of emergency to
“activate the disaster preparation, response and recovery aspects of the territoria and
interjurisdictional emergency and major disaster plans,” we do not believe it was applicable
to the use of “all available resources’ to meet regular payroll-related expenses. In addition,
the unrecorded interfund loans of $120 million were made during the period of April 1995
(5 months before Hurricane Marilyn) through July 1997 (22 months after Hurricane
Marilyn). Therefore, the entire amount would not have been related to the state of
emergency that existed after the hurricane. Further, the Government received FEMA
Community Disaster Loans totaling $50 million after Hurricane Hugo (September 1989) and
$127 million after Hurricane Marilyn (September 1995) to compensate the Government for
the decline in revenues that occurred during the 3 years immediately following each
hurricane. One of the primary uses of the disaster loan funds was to meet payroll expenses
during the hurricane recovery period. Therefore, any additional borrowing by the
Government to meet Generd Fund payroll expenses during the 3-year period after Hurricane
Marilyn would not, in our opinion, have come under the “ state of emergency” provisions of
Title 23, Section 1125, of the Virgin Islands Code.

The response also “vehemently” objected to our conclusion that Federal funds were used to
cover the overdrawn condition of the Special and Other Funds bank account, stating that we
“neglected to review the group of bank accounts that provide funding for Special and Other
Funds obligations.” However, our report (page 8) states that we found that there were only
three bank accounts related to Special and Other Funds activities: (1) a savings account that,

according to the Acting Director of Treasury, contained only local funds (including Internal
Revenue Matching Fund monies) that were not immediately earmarked for expenditures, (2)

an “old” checking account that was inactive except for occasional electronic transfers of
Federal funds that were subsequently transferred to a “new” checking account; and (3) the
“new” checking account, which was the active account used for regular receipts and
disbursements pertaining to Special and Other Funds. Regardless of the existence of the
savings account and the “old” checking account, we believe that the examples cited in the
report in which the “new” checking account was overdrawn on days when electronic fund
transfers of Federal funds were received clearly indicate that those Federal funds were not
immediately available for expenditure because of the overdrawn condition of the “new”

checking account.

Finally, the response stated that “the Department has always maintained that cash from the
local portion of the Special and Other Funds group of bank accounts has been supplementing
the Federal portion.” Specifically, the response stated that the Department’s review of
Federal accounts related to the Department of Public Works shows that during the period of
October 1, 1995, through July 3 1, 1997, disbursements of Federal funds exceeded Federal
receipts. While we agree that some Federal programs of the Department of Public Works
operate on a reimbursable basis and therefore require the initial use of local funds, such
reimbursable funding is the exception. Based on our limited review of the grant accounting
practices of the Departments of Health, Human Services, Education, and Public Works (see
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Finding B), we found that these agencies generally operated on an “advance” funding basis
and that, in particular, the Departments of Health and Human Services requested drawdowns
of Federa funds in advance of the payment of expenditures related to their Federa programs.

Despite the cited disagreements with our audit conclusions, the response to the preliminary
draft report stated that the Department of Finance (1) was in the process of recording all
interfund borrowings and transfers from the Specid and Other Funds account to the Genera
Fund account, (2) was in the process of establishing a separate bank account for al Federaly
funded programs, (3) had issued policy memoranda to departments and agencies to request
that they provide the Department with sufficient information to identify the source of Federa
electronic fund transfers, (4) had contacted U.S. Treasury officiads to determine whether any
interest liability exists with regard to Federal funds drawn down in advance of need (see
Finding B), and (5) will assess current and future financial accounting and reporting needs
of the Government (see Finding C).

Recommendations

We recommend that the Governor of the Virgin Islands:

1. Require the Department of Finance to record in the Financial Management
System the $120 million borrowed by the General Fund from the Special and Other Funds
bank account to pay FICA taxes and hedlth insurance premiums for pay periods during April
1995 to July 1997. Specifically, the Department should process journal entry transactions
to establish a Due to Other Funds liability account in the General Fund in the amount of
$120 million and a Due From Other Funds receivables account in each of the specia funds
from which monies were borrowed for each fund’s appropriate share of the $120 million
inter-fund loan. In addition, the Department of Finance should provide a report to the
Legidature explaining the uses made of the amounts borrowed without legidlative
authorization and the status of repayment so that informed decisions on the Government’s
finances can be made as they pertain to the fund accounts affected by this unauthorized
interfund debt.

2. Require the Department of Finance and the Office of Management and Budget
to develop and submit for legislative approval aplan of action to liquidate the $120 million
unauthorized interfund debt. The plan of action should ensure that any Federal funds
included in the borrowed amounts are given first priority for repayment in full; any special
funds that were subject to legidlative, contractual, or other legally binding restrictions as to
use are given second priority for repayment in full; and any special funds that were subject
to administrative restrictions as to use are given third priority for repayment in full. Further,
if the plan of action proposes that amounts borrowed from unrestricted funds not be repaid,
the Department of Finance should obtain retroactive approval from the Legisature for the
transfer of such amounts.

3. Require the Department of Finance to repay the $11.5 million outstanding balance
of amounts borrowed from specia funds in accordance with Act No. 6068. Specifically, the
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Department should set aside the necessary General Fund revenues, process the appropriate
bank transaction to transfer the funds from the Genera Fund to the specia funds from which
the amounts were originally borrowed, and process journa entry transactions to record the
repayment in the Financial Management System. In addition, the Department of Finance
should provide a report to the Legidature explaining the uses made of the amounts borrowed
in accordance with Act No. 6068 and the status of repayment so that informed decisions on
the Government’ s finances can be made as they pertain to the fund accounts affected by this
authorized interfund debt.

4. Require the Department of Finance to establish a separate bank account at a
suitable local banking institution to segregate and separately account for all Federal funds
received and all expenditures of Federal funds made by the Government. In addition, the
Department of Finance should transfer to the new bank account all amounts currently
maintained in the Special and Other Funds bank accounts that were from Federal sources.
Further, the Department should amend all drawdown agreements with Federal grantor
agencies to ensure that future drawdowns, whether made by electronic fund transfers or by
any other means, are deposited into the new bank account.

5. Require the Department of Finance to consolidate the “old” and “new” Special
and Other Funds checking accounts maintained at Banco Popular de Puerto Rico's
St. Thomas branch.

6. Require the Department of Finance to analyze any unidentified electronic fund
transfers of Federal funds in the two existing Special and Other Funds bank accounts to
identify the source and appropriate fund account to which each transfer should be recorded
and process journa entry transactions to record such electronic fund transfers in the Financia
Management System.

7. Require the Department of Finance to transfer $6 million from any “available”
specia funds to the General Fund in accordance with Act No. 6078 and to process journal
entries to record the transfer in the Financial Management System. In addition, the
Department of Finance should provide a report to the Legisature explaining the uses made
of the amounts transferred in accordance with Act No. 6078 so that informed decisions on
the Government’ s finances can be made as they pertain to the fund accounts affected by this
authorized interfund transfer.

8. Establish, jointly with the Legislature and with participation by private sector
representatives, a special task force to address and develop a plan of action to liquidate the
Government’s $588 million (as of September 30, 1997) outstanding operations-related
obligations.
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Governor of the Virgin Islands Response and Office of Inspector General
Reply

On June 30, 1998, we transmitted a draft of this report to the Governor of the Virgin Islands
requesting a response by August 7, 1998. On August 20, 1998, we received a response
(Appendix 5), dated August 7, 1998, from the Governor of the Virgin Islands. The response
concurred with Recommendations 1, 3, 4, 5, 6, 7, and 8 and did not concur with
Recommendation 2. Based on the response, we consder Recommendations 4 and 5 resolved
and implemented and Recommendation 2 unresolved and request additiona information for
Recommendations 1, 3, 6, 7, and 8 (see Appendix 6).

Recommendation 2. Nonconcurrence.

Governor of the Virgin Islands Response. The response stated that "[t]he amount
utilized by the Generd Fund from Specid and Other Funds to pay Generd Fund obligations
was well within our legal authorization, and that the Department [of Finance] did not
illegally borrow $120 million from Specia and Other Funds.”

Office of Inspector General Reply. Asdiscussed in greater detail in the following
paragraphs, we do not believe that the various laws cited by the Governor and the
Commissioner of Finance in responses to prior versions of this report granted authorization
for the $120 million in loans from the Special and Other Funds. Because the response did
not indicate that any actions would be taken to repay the borrowed amounts, we consider the
recommendation unresolved.

General Comments on Finding

The Governor’s August 7, 1998, response provided additional comments. The Governor’s
comments and our reply are as follows:

Governor of the Virgin Islands Response. In his response, the Governor
essentially reiterated disagreement, as stated in the June 22, 1998, response from the
Commissioner of Finance to the preliminary draft report (pages 13-15), with our conclusions
that the unrecorded interfund loans totaling $120 million were not legally authorized and that
at least a portion of the $120 million of loans may have involved Federal funds. The
response again cited Title 23, Section 1125, of the Virgin Islands Code and severd
legidlative acts as evidence that authorization for the interfund loans was provided by law.
Additiondly, the response cited a review conducted by the Department of Finance of Federa
grant drawdowns and expenditures related to the Department of Public Works as evidence
that, contrary to our conclusion, local funds were used to supplement Federal grants.
Further, the response stated that although a total amount of $20 million was borrowed in
accordance with Act No. 6068, the outstanding amount at any time never exceeded the
$15 million limit stated in the Act.
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Office of Inspector General Reply. Asdiscussed in reply to the Commissioner of
Finance's June 22, 1998, response to the preliminary draft report (pages 13-1 5 of the report),
it is our opinion, based on our review of the legislation cited by the Governor and the
Commissioner, and our discussions with officials of the Legidature of the Virgin Islands,
that the unrecorded interfund |oans totaling $120 million were outside the scope and intent
of the cited legidation. Additionaly, we have noted that, athough some of the Federal grant
programs administered by the Department of Public Works operate on a cost-reimbursement
basis, such reimbursement funding is the exception. Based on our limited review of grant
accounting practices at the Departments of Health, Human Services, Education, and Public
Works (see Finding B), we found that these agencies generally operated on an advance
funding basis and that, in particular, the Departments of Health and Human Services
requested drawdowns of Federal funds in advance of the payment of expenditures related to
their Federal programs. Based on our andysis of the timing and availability of Federal fund
drawdowns, we continue to believe that, because of the unrecorded interfund loans of
$120 million, Federal funds were not always available for grant program expenses on the
dates on which the drawdowns were made. However, because of the potentially significant
effect of this issue, we have decided to perform comprehensive audits of several major
Federally funded programs during fiscal year 1999. We believe that these audits should
provide a clearer understanding of the effect that inter-fund loans may have on Federally
funded programs within the Government of the Virgin Islands. With regard to the statement
that the outstanding balance of loans made in accordance with Act No. 6068 never exceeded
the $15 million limit stated in the Act, we have added footnote 1 (page 2 of the report) to
clarify this issue.
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B. FEDERAL GRANT BALANCES

We found that (1) the tracking system for Federal grants maintained by the Virgin Islands
Office of Management and Budget and the Financid Management System maintained by the
Department of Finance did not accurately reflect the unobligated balances of Federal grants
and (2) Federa grants awarded to the Government of the Virgin Islands were not always
administered efficiently and effectively. The Code of Federal Regulations contains criteria
applicable to the Cash Management Improvement Act and the liquidation of obligations, and
circulars issued by the U.S. Office of Management and Budget contain policies, regulations,
and guidance related to the management of Federal grant programs. These requirements
were not always complied with because (1) the Virgin Islands Office of Management and

Budget did not have sufficient personnel to effectively administer all of the Federal grants
awarded to the Territory; (2) the Department of Finance did not receive the information
needed to prepare Statements of Remittance for all electronic transfers of Federal funds and
record, in a timely manner, the receipt of Federa funds in its Financial Management System;

and (3) the Department of Education’s internd “cumbersome procurement process’ impeded
the negotiation of contracts for goods and services and expenditure of grant funds in a timely
manner. Asaresult of these deficiencies, (1) the Virgin Islands Office of Management and
Budget had to rely on Government agencies to provide it with information relative to the
Government’s approximately 400 Federd grant awards, totaling $427 million; (2) there were
at least 76 instances in which Federa grant funds, totaling $18.8 million, were not

immediately available for their intended purposes; (3) the Department of Public Works had
not used Federa grants of $38.1 million that were received for the establishment and
operation of the public bus transportation system ($6.6 million), the purchase of buses for
elderly and handicapped persons ($0.8 million), various environmental protection projects
($17 million), and various highway improvement and construction projects ($13.7 million);
and (4) the Department of Education, as of January 3 1, 1998, had not submitted the required
annual Financial Status Report pertaining to its $17 million block grant for the fiscal year
ending September 30, 1997.

Office of Management and Budget

The Office of Management and Budget’'s Federal Grants Management Unit maintained
information on approximately 400 Federal grants, totaling $427 million. However, because
the Unit's staffing was reduced from four to two grant anaysts during the period of
October 1, 1996, to January 3 1, 1998, the Unit relied on unaudited information from grantee
agencies as the primary source of information for its Federal grants tracking system. In
addition, the Unit maintained copies of grant award documents only for 3 years and did not
maintain copies of electronic transfers of Federal funds (except for grants administered by
the Office of Management and Budget, such as Department of the Interior grants for health
care facilities construction and Federal Emergency Management Agency grants for disaster
assistance). We found that, because of an insufficient number of staff to corroborate and
analyze Federal grant information received from grantee agencies, there was little assurance
that the grant balances compiled by the Unit were accurate or represented amounts that were
available for expenditure. For example, grant amounts in the tracking system (1) did not take
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into consderation grant funds that had been obligated but not expended; (2) were not deleted
when the grant periods had expired, although the remaining grant balance should have
reverted to the Federal grantor agencies, since the grant funds were not spent and extensions
to use the funds had not been requested from the grantor agency; and (3) did not take into
consideration grant funds that could not be used because a required locad match had not been
identified or appropriated for expenditure.

Although the objective of our audit was to determine the unobligated balances of Federal
grant accounts, with the anticipation of identifying unused Federal grant funds that could be
reprogrammed for other gpproved purposes, we were unable to obtain this information from
a single, central source within the Government. Accordingly, we expanded our review to
include limited testing of transactions at the Departments of Health, Human Services,
Education, and Public Works (the four agencies that received the most Federal funds on an
annual basis) to corroborate account balances for Federal grants. Because we were unable
to obtain specific information from the Office of Management and Budget with respect to
Federal grant account balances, we believe that the Office should require all Government
agencies to routinely provide the Federal Grants Management Unit with copies of all
applications for Federal grants, all Federal grant awards, and all electronic transfers of
Federal funds. In addition, we believe that the Federal Grants Management Unit should be
provided with a sufficient number of staff and other resources needed for the Unit to develop
and implement a more comprehensive and up-to-date grants management system.

Department of Finance

The Department of Finance was responsible for preparing Statements of Remittance for
electronic transfers of Federal funds from the U.S. Treasury and for recording Statements of
Remittance and expenditure information in the Financial Management System. We found
that the Department of Finance had made significant improvements in recording expenditure
information but that additiona improvements were needed in recording the receipt of Federa
funds. Specificaly, in accordance with itsinternal procedures, the Department of Finance
prepared a Statement of Remittance for electronic transfers of Federal funds only when the
grantee agency provided fund transfer information to the Department. However, some
agencies did not provide the Department with the necessary information. Therefore,
Statements of Remittance could not be prepared by the Department for al eectronic transfers
of Federa funds, and, because the Statement of Remittance was the document used to record
the fund information into the Financial Management System, there was little assurance that
all Federal funds received through electronic transfer were recorded. As discussed in
Finding A, we found that 182 electronic fund transfers, totaling $25 million, had not been
identified and recorded to the appropriate accounts for Federa grant drawdowns made during
fiscal years 1996 and 1997. Therefore, individual Federal grant accounts in the Financial
Management System did not contain accurate, current, complete, and reliable information.
This deficiency occurred, at least in part, because the Department of Finance's Accounting
Manual did not contain specific regulations regarding the processing of electronic transfers
of Federal grant funds.
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To remedy the lack and/or untimeliness of recording electronic transfers of Federal fundsin
the Financial Management System, the Department of Finance, in March 1997, hired an
individual to specifically review and identify the sources of electronic transfers of Federal
funds that were received by the bank but were not recorded in the Financial Management
System and to prepare Statements of Remittance to record the transfers in the Financial
Management System. However, we found that the individual was not given a complete
listing of all unidentified electronic transfers of Federal funds and that, as of January 3 1,
1998, the recording of Statements of Remittance for all Government deposits had been
completed only through May 1997. As detailed in Finding A, we also found 76 instances
in which Federal funds (157 electronic transfers, totaling $18.8 million) were not available
for approved purposes because the Specia and Other Funds bank account was overdrawn on
the days when those funds were received.

Further, the Department of Finance did not comply with the Cash Management Improvement
Act (3 1 CFR 205), which states that “a state and a federal agency shall minimize the time
elapsing between the transfer of funds from the United States Treasury and the pay out of
funds for program purposes by a state, whether the transfer occurs before or after the pay
out” and that “a state will incur an interest liability to the federal government from the day
federa funds are credited to a state account to the day the state pays out the funds for
programs purposes.” Specifically, we found that checks processed by the Department of
Finance for payments to vendors under Federal grant programs administered by the
Department of Education took as long as 200 days between the receipt of an electronic
transfer of Federal funds and the release of the check to the vendor. For example, on
February 4,1997, the Department of Education requested and received an eectronic transfer
of Federal funds to pay for operating supplies and travel-related expenditures totaling
$115,000, of which $74,000 was for St. Thomasinvoices. During the period of February 4
to July 17, 1997, the Department of Finance processed checks to pay for the expenditures,
but the checks were not released until various dates during the period of February 14 through
August 22, 1997, with at least one check being issued up to 200 days after the electronic
transfer of Federal funds was received. In addition, the Department of Finance did not
recognize aliability for interest owed the Federal Government for the days that the Federal
funds were on deposit in the Government of the Virgin Islands bank account but not used.
Therefore, the Department of Finance did not comply with the requirements of the Cash
Management Improvement Act with respect to the timely release of Federa funds and the
recognition of an interest liability to the Federal Government.

Based on the results of our review, we believe that the Department of Finance should be
required to timely identify all electronic transfers of Federal funds (see
Recommendation A.6) and to record this information in the Government's Financial
Management System in a timely manner. In addition, we believe that the Department of
Finance's Treasury Division, in compliance with the Cash Management Improvement Act,
should be required to compute the interest liability for electronic transfers of Federal funds
not immediately released for payment and to remit those amounts to the U.S. Treasury. We
also believe that the Department of Finance should be required to establish a separate
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checking account to be used exclusively for the receipt and disbursement of Federal funds
(see Recommendation A.4).

Departments of Health and Human Services

The Federa Grant Manager was the official in the Department of Health with primary
responsibility for the financial administration of Federal grants, totaling about $14 million
annualy, for the Women, Infants and Children (WIC) Supplemental Food Program; the
Medical Assistance Program; and various hedth-related block grants and categorical grants,
such as those related to mental health and drug abuse treatment programs.

The Deputy Commissioner of Fiscal Services was the officia in the Department of Human
Services with primary responsibility for the financial administration of Federal grants
totaling about $18 million annualy for the Child Care block grant, the Food Stamp Program,
the Headstart Program, and a human services-related block grant.

We found that the Departments of Health and Human Services maintained adequate
financial oversight of their Federal grants, generally submitted required financial reportsin
a timely manner, and provided the Office of Management and Budget with requested
information pertaining to Federal grants. Our review also disclosed that these departments
did not have any significant unobligated balances of Federal grant funds that could be
reprogrammed for other approved purposes.

Department of Public Works

Federal grants awarded to the Government of the Virgin Islands by the U.S. Department of
Transportation’s Federal Transit Administration and Federal Highway Administration and
the U.S. Environmental Protection Agency were administered by the Trangportation Office,
the Federal-Aid Highway Program Office, and the Environmenta Services Division, all of
which are in the Department of Public Works.

Federal Transit Administration Grants. During the period of 1984 to 1997, the
Transportation Office received 22 Federal grants, totaling $17 million, primarily to provide
public bus transportation for Virgin Islands residents and bus service for elderly and
handicapped persons. The Transportation Office contracted with a private company to
provide public bus transportation in the Virgin Islands and contracted for the purchase of
specidized buses so that loca nonprofit organizations could provide bus services to elderly
and handicapped persons.

We found that the Transportation Office did not maintain pertinent documents for the
effective oversight of the Federal Transportation Administration grants, including grant
award documents, expenditure documents, documents to verify the electronic transfer of
Federal funds, and financial status reports. The most recent financia status report, which we
obtained from the grantor agency, was for the period ending December 3 1, 1991. In
addition, the Transportation Office was unable to access the computerized database
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maintained by its grantor agency because of computer problems. Accordingly, we contacted
the grantor agency and obtained information that was in its Grants Management Information
System as of January 8, 1998. Because of this lack of oversight and the Government’s
inability to negotiate additional contracts with suppliers of buses, these available Federal
funds were not used in an efficient and effective manner to expand and improve the level of
transportation services.

For example, during the period of April 1984 to March 1997, the Transportation Office was
awarded 11 Federal grants, totaling $12.9 million, from the Federal Transit Administration
to provide bus service in the Territory. However, as of January 31,1998, the Federal Transit
Adminigtration’s records indicated that $6.6 million was unused and was available for public
bus transportation programs in the Virgin Islands. However, the local news media reported
that the company which had the contract to provide public bus transportation had terminated
its contract in January 1998 because it had not received payment from the Government.

Similarly, during the period of August 1991 to September 1997, the Transportation Office
was awarded seven Federal grants, totaling $927,000, from the Federal Transit
Administration for the purchase of specialized buses for elderly and handicapped persons.
However, the Federa Transit Administration’s records as of January 3 1,1998, indicated that
$830,000 was unused and available for the purchase of the speciaized buses. In November
1997, the Transportation Office initiated requisitions for the purchase of four specialized
buses, totaling $207,000, but as of January 3 1, 1998, none of the buses had been received.

Federal Highway Administration Grants. Although the Federal-Aid Highway
Program Office hired qualified personnel to oversee the highway projects, we found, based
on records a the Department of Public Works, that the Federal-Aid Highway Program Office
had 52 projects, totaling $37.5 million, for which $13.7 million remained unexpended as of
March 3 1, 1998. Although the Federal-Aid Highway Program Office allocated its Federal
awards to approved projects on a yearly basis, projects took several years to complete
because of the extensive planning, design, and right-of-way acquisition phases associated
with highway projects. As a result, grant funds for such highway projects as the
Christiansted Bypass project on St. Croix remained available but unused for as long as
7 years.

Environmental Protection Agency Grants. During the period of 1984 to 1995, the
Environmental Services Division was responsible for the administration of five Federal
grants, totaling $20 million, for solid waste treatment, used oil disposal, and wastewater
treatment projects. As of January 31, 1998, only $3 million had been expended against these
Federal grants. For example, we found that, although a Federal grant totaling $11 million
was awarded in 1984 for the construction of a wastewater treatment facility, the facility’s
design, which was the responsibility of the Government of the Virgin Islands, had not been
approved by the U.S. Environmental Protection Agency and that the costs to construct the
facility had increased between 1984 and 1998 to $23 million. The Director of Environmenta
Services said that the additional $12 million needed to congtruct the facility would be secured
through the Government’ s refinancing of bonds, which was concluded in May 1998.
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Department of Education

With respect to Federal grants, the Department of Education was primarily responsible for
the administration of a $17.6 million block grant, which was awarded for a 2-year period
(October 1995 to September 1997). The block grant was allocated among approximately
20 projects within the Department of Education and 1 project within the Department of
Health. We found that the Department of Education had not submitted its annual Financial
Status Report as of January 31, 1998, for the fiscal year ended September 30, 1997, because
the Department had not liquidated all of the encumbrances against the block grant. In
addition, the Department had not submitted, to the grantor agency, a request for extension
of time to file the annual report and to liquidate encumbrances, as required by the Code of
Federa Regulations.

The Code of Federal Regulations (34 CFR 80) states. “A grantee must liquidate all
obligations incurred under the award not later than 90 days after the end of the funding
period ... to coincide with the submission of the annual Financial Status Report (SF-269).
The Federal agency may extend this deadline at the request of the grantee.” However, a
Department of Education officid told us that the Department did not comply with the Code's
requirement because the Department did not become aware of the requirement until the
Government’s single audit report for the fiscal year ended September 30, 1994, was issued
in December 1996 and that the Department was hampered in liquidating obligations in a
timely manner because of the “cumbersome procurement process.” For example, in
November 1995, the Department of Education initiated a purchase for educational supplies
by processing a “Requisition-Order-Invoice-Voucher” form. However, the document was
not returned to the Department of Education for payment purposes until October 1996, and
it took almost 1 year to liquidate the obligation for the educational supplies after initiation
of the purchase.

The Department of Education’s Director of Business Affairs told us that the procurement
process was as follows: (1) a school initiates a requisition to purchase an item, (2) the
requisition is approved by the Insular Superintendent of the digtrict, (3) the requisition is sent
to the Department’s Procurement Division for a list of vendors, (4) the requisition is
transmitted to the Department’s Business Office for certification of funds, (5) the requisition
is transmitted to the Department of Property and Procurement for solicitation of bids, (6) the
requisition is transmitted to the Department of Finance for the identification of an
encumbrance number, (7) the requisition is returned to the Department of Education’s
Procurement Division for mailing to the vendor, (8) the vendor signs an acceptance copy of
the requisition and ships the items to the Department’s warehouse, (9) the warehouse
receives the items and processes the receiving reports, (10) the items are transmitted to the
school and a school official signs the receiving report, and (11) the Department’s
Procurement Divison sends the receiving report to the Business Office for transmitta to the
Department of Finance for payment. This process routinely took over 1 year to complete.

We believe that to effectively use available Federal grant funds, the Government needs to
establish a comprehensive grant management system. In addition, we believe that the
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Department of Education, in cooperation with the Department of Property and Procurement,
should conduct an analysis of its internal procurement process in an attempt to streamline
the procedures without compromising existing controls. Further, the Department should
reguest extensions to file its annual Financial Status Reports and liquidate outstanding
encumbrances if it cannot accomplish these tasks within the 90-day time frame specified in
the Code of Federal Regulations.

Recommendations
We recommend that the Governor of the Virgin Islands:

1. Require the Office of Management and Budget to develop and implement a
comprehensive Federal grant management system that requires all Government agencies to
provide the Office with copies of al applications for Federa grants and other grant award
and drawdown information; uses this input from Government agencies as the basis for a
Federal grant database that includes, for each grant, the grant program name, the Catalog of
Federal Domestic Assistance (CFDA) number, the Federal grantor agency name, the grantor
agency’sinternal grant number, the Virgin Islands grantee agency name, the Virgin Islands
Financial Management System account number, the grant period, the total grant award
amount, the total amount of drawdowns made against the grant, and copies of annual
financial reports; monitors the use of Federal grant funds within required time frames and
compliance with loca matching requirements, and ensures that Government agencies submit
required annual and other grant financial status reports in atimely manner.

2. Require the Office of Management and Budget to provide the Federal Grants
Management Unit with the staff and resources necessary for effective implementation of the
recommended comprehensive Federal grant management system.

3. Require the Department of Finance to establish procedures, as a part of the
Accounting Manual, to ensure that electronic fund transfers are promptly identified and
recorded, through the use of Statement of Remittances, to the appropriate fund accounts upon
receipt from the Federal grantor agencies or any other sources. The procedures should
require Government agencies that receive monies through eectronic fund transfers to provide
the Department of Finance, immediately upon notification from the Federal grantor agency
or other source, with photostatic copies of approved eectronic fund transfer documents and
any other pertinent information needed by the Department of Finance to record the transfers
in the Financial Management System.

4. Require the Department of Finance to establish procedures to determine the
amount of interest income earned on future eectronic transfers of Federal funds that are not
immediately released for payment and remit the interest income amounts to the U.S.
Treasury, as required by the Code of Federal Regulations (3 1 CFR 205).

5. Require the Transportation Office, Department of Public Works, to maintain, for
Federal grants that it administers, Federal grant program files which include copies of all
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applications for Federa grants; award, drawdown, and other pertinent grant management
information; and copies of grant financial status reports

6. Require the Department of Public Works to develop a plan of action to effectively
use Federal Transit Administration, Federal Highway Administration, and U.S.
Environmental Protection Agency funds that are available for approved projects.

7. Require the Department of Education, in cooperation with the Department of
Property and Procurement, to undertake a study of its internal requisition and vendor
payment processes, with the objective of streamlining and automating as many functions as
possible. Also, sufficient internal controls should be instituted to safeguard against
unauthorized or improper purchases of goods and services and payments to vendors.

Governor of the Virgin Islands Response and Office of Inspector General
Reply

On June 30, 1998, we transmitted a draft of this report to the Governor of the Virgin Idands
reguesting a response by August 7, 1998. On August 20, 1998, we received a response
(Appendix 5), dated August 7, 1998, from the Governor of the Virgin Islands. The response
concurred with all seven recommendations. Based on the response, we consider
Recommendations 1, 2, 3, and 7 resolved and implemented and request additional
information for Recommendations 4, 5, and 6 (see Appendix 6).
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C. LONG-STANDING PROBLEMS

The Government of the Virgin Islands needs to make Governmentwide procedural changes
to correct long-standing problems in the areas of financid management, expenditure contral,
revenue collection, and program operations that have an impact on its financial condition.
Our September 1994 specia report on the status of financia management improvements (see
Prior Audit Coverage section of this report) discussed these long-standing problems and
presented goas for improvement for the Government. Although the Government's responses
to audit recommendations have generaly addressed the specific findings and questioned
costs discussed in the prior audit reports, the Government has not made extensive changes
in its operating procedures and practices to prevent similar problems and questioned costs
from recurring and has not established a plan of action to achieve the improvement goals
discussed in the 1994 report. In our opinion, the continued existence of these long-standing
problems has contributed to the Government’ s current financial crisis, as evidenced by the
$588 million in operations-related obligations as of September 30, 1997 (see Finding A).

Goals for Improvement

In the September 1994 special report on the status of financial management improvements,
we presented four goals that the Government should strive to achieve in order to realize
long-term improvements in financial management, expenditure control, revenue collection,
and program operations. These improvement goals were based on our analysis of the
recommendations that we made in audit reports on specific agencies and programs of the
Government and are summarized as follows:

- Effective financiad management should include the ability to (1) accurately account for
Federal and locd funds and property and provide timely and accurate reports to Government
managers and grantor agencies, (2) establish budgets based on redlistic revenue projections,
make allotments based on actual revenues, limit expenditures to approved allotment and
appropriation levels, and control bonded and other long-term debt; (3) establish and maintain
a central clearinghouse for Federally funded programs, ensure compliance with the Single
Audit Act and specific grant program requirements, and accurately record grant program
transactions; and (4) maintain an active, independent, and objective internal audit function.

- Effective procurement and supply management should include the ability to (1) procure
quality goods and services a the lowest cost and in accordance with applicable Federa and
local procurement regulations and (2) provide goods and services to agencies and pay
vendors and contractors within reasonable time frames.

- Effective revenue collection should include the ability to (1) accurately determine and
account for al funds due the Government and (2) promptly assess and collect such funds.

- Effective program operations should include the ability to (1) provide basic services
and infrastructure facilities in an efficient and effective manner and (2) recruit qualified
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personnel needed to carry out program objectives and establish a comprehensive personnel
merit system for all employees.

With regard to the Government’s current financia difficulties, we believe that if the
Government had taken long-term corrective actions in response to the recommendations
made in about 150 audit reports we have issued since October 1982 (when the Office of
Inspector General assumed responsibility for Federal audit oversight in the Virgin Islands),
the Government would have been in a better financial position as of September 30, 1997.
Specifically, our audit reports have repeatedly included recommendations for the
Government to improve financial management, improve its ability to maximize revenue
collections, reduce operating expenses (particulaly in the area of procurement), and increase
the efficiency and effectiveness of program operations. Although the Government, in its
responses to our audit recommendations, has generally addressed the specific problems or
the questioned costs discussed in the audit reports, it often has not addressed recommended
long-term changes in its operating procedures. The Virgin Islands Bureau of Audit and
Control has dso made recommendations in about 290 audit and memorandum reports issued
since May 1982 (when that Bureau was established) that, if implemented, could have
resulted in improved financial management practices within the Government. Further, the
Government's single audit reports, which have reported on the results of independent audits
of Federd financid assstance recalved by the Government during fisca years 1982 through
1994, have included recommendations to address Governmentwide internal control
weaknesses that adversely impact the administration of Federal grant funds.

We further believe that the Government will be able to correct its current financial crisis
only by making significant changesin its financial management practices. Specifically, the
Government should monitor and report on its financial condition through audited financial
statementsissued in atimely and accurate manner, aggressively collect amounts owed,
comply with competitive procurement requirements, control the number of its employees and
the related payroll costs, and promote more efficient and effective program operations. All
of these issues relate to the four improvement goas presented in the September 1994 special
report.  Although achievement of those improvement goals will not resolve the
Government’s immediate financid difficulties, we continue to believe that the improvement
goals represent a basis for establishing a comprehensive plan of action to bring long-term
improvements in Government operations that would ultimately benefit all Virgin Islands
residents.

Recommendations
We recommend that the Governor of the Virgin Islands:

1. Require the Department of Finance to perform an assessment of the current and
projected future financial accounting and reporting needs of the Government and seek the
funding necessary to upgrade the Financial Management System’s computer and software

accordingly. In performing the needs assessment, input should be obtained from all user
agencies and such factors as the number of on-line users, the volume of transactions,
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compliance with the financial reporting requirements of generally accepted accounting
principles and the Single Audit Act, and the specia financia information needs and reporting
requirements of agency management should be consdered. Also, provisons should be made
to ensure that users are properly trained and that a user-friendly operating manual for the
Financial Management System is developed and distributed to all users.

2. Develop and implement an audit followup System to ensure that agencies implement
agreed-to audit recommendations (whether made by the Office of Inspector General, the
Virgin Islands Bureau of Audit and Control, internal auditors, or contracted independent
auditors) or provide reasonable justification as to why the recommendations cannot or should
not be implemented. As options, the budget process could be used to provide incentives for
agenciesto fully implement audit recommendations, and/or the Special Assistant to the
Governor for Policy and Audit Resolution could report to the Governor, on at least a
semiannual basis, the agencies that did not implement audit recommendations so that the
Governor could follow up with the agency heads to require implementation.

3. Require and provide the Department of Property and Procurement with the authority
to drictly enforce competitive procurement requirements. To the maximum extent possible,
advertised invitations for hids should be used for the procurement of goods and construction
savices. In instances where emergency or other circumstances make forma advertised hids
impractica for congtruction contracts and for al professiona services contracts, requests for
proposals and competitive negotiations should be used by following the requirements
established in Title 3 1, Section 239( 10), of the Virgin Islands Code and Title 3 1,
Section 239-4, of the Virgin Idands Rules and Regulations. Also, specia contingency plans
should be developed to provide a mechanism for the Government, with a reasonable level
of competition and management oversight, to obtain emergency debris removal and repair
services in the event of future hurricanes or other natural disasters.

4. Establish an interagency task force, in coordination with a competitively selected
outside collection agency, to review and update the accounts receivable records of al
revenue-generating agencies of the Government; write off accounts that are deemed to be
uncollectible; attempt to collect outstanding accounts that are deemed to be collectible; and
establish procedures to ensure that bills are promptly issued for all amounts owed the
Government, accounts receivable records are kept up to date, and effective collection
enforcement actions are undertaken for al amounts owed the Government. Also, a control
mechanism should be edtablished that would require each revenue-generating agency of the
Government to submit a quarterly report to the Office of Management and Budget which
identifies the outstanding balance of accounts receivable for each type of revenue collected
by the agency and require the Office of Management and Budget to summarize this
information, at least on a semiannual basis, in a report to the Governor of any agency that
was alowing its accounts receivable balances to increase significantly.

5. Require the Division of Personnel, in cooperation with the Office of Collective

Bargaining and with participation by employee union representatives, to undertake a
comprehensive review of the existing personng merit system to include developing rules and
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regulations for collective bargaining; updating job classifications and job descriptions;
consolidating the Government’s many salary and wage schedules; and resolving conflicts
between existing laws concerning the types of positions that can be filled through
appointments to unclassified positions.

Governor of the Virgin Islands Response and Office of Inspector General
Reply

On June 30, 1998, we transmitted a draft of this report to the Governor of the Virgin Islands
requesting a response by August 7, 1998. On August 20, 1998, we received a response
(Appendix 5), dated August 7, 1998, from the Governor of the Virgin Islands. The response
concurred with all five recommendations. Based on the response, we consider
Recommendations 2 and 5 unresolved and request additional information for
Recommendations 1, 3, and 4 (see Appendix 6).

Recommendation 2. Concurrence.

Governor of the Virgin Islands Response. The response stated that a “Quality
Assurance Unit” was being developed “within the Department of Finance to provide the
additional monitoring, procedural and review activities relative to the administration and
conduct of operational units which internally and externally impact the timeliness of all
financial reporting.”

Office of Inspector General Reply. Although the proposed development of a “Quality
Assurance Unit” within the Department of Finance is a pogtive step with regard to ensuring
timely financial reporting, it does not fully address the recommendation, which calls for a
Govemmentwide audit followup System to ensure that Government agencies implement
agreed-to audit recommendations. Therefore, we consider the recommendation unresolved.

Recommendation 5. Concurrence.

Governor of the Virgin Islands Response. The response stated that “the Division of
Personnel has been working with the Office of Management and Budget and the Office of
Collective Bargaining to establish a uniform listing of position classes within the merit
system” and that “rules and regulations [have been developed] which govern relationships
among the Division of Personnel, the Office of Collective Bargaining, and union
representatives.”

Office of Inspector General Reply. Although the proposed actions are positive steps
with regard to improving personnel management practices, they do not fully address the
recommendation, which calls for a comprehensive review of the Government’s personnel
merit system not just position classifications and labor-management relations. Therefore,
we consider the recommendation unresolved.
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APPENDIX 1

CLASSIFICATION OF MONETARY AMOUNTS

Funds To Be
Questioned Put To
Finding costs* Better Use**
A. Interfund Loans and Other Obligations
Interfund Loans $120 million*
B. Federa Grants
Department of Public Works $38.1 million**

* This amount represents a comingling of Federal and local finds Therefore, a breakdown as to Federal
or local funds cannot be determined.
» This amount represents Federal funds.
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APPENDIX 2

SUMMARY OF OUTSTANDING OBLIGATIONS
AS OF SEPTEMBER 30, 1997,
AND JANUARY 31,1998

Audited Unaudited
Outstanding Outstanding
Balancesasof  Balances as of Increase or
Description Sept. 30, 1997 Jan. 31. 1998 (Decrease)
(Amounts in Millions)

Unauthorized Interfund Loans

Owed Special Funds $120 $120 0
Authorized Interfund Loans

Owed Specia Funds 21 21 0
Comrnunity Disaster Loans

Owed FEMA 150 162 $12
Retroactive Salary Increases

Owed Employees 141 109 (32)
Income Tax Refunds

Owed Taxpayers 76 26 (50)
Payments on Invoices

Owed Vendors 67 25 (42)
Retirement Contributions

Owed Retirement System 13 13 0
Authorized Loans for Tax Refunds

and Vendor Payments

Owed Banks 0 _106* 106
Total Operations-Related Obligations $588 $582 ($6)

* Does not include interest accrued at 6.9 percent a year.
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THE UNITED STaTES VIRGIN ISLANDS

OFFICE OF THE GOVERNOR
GOVERNMENT HOUSE
Charlotte Amalie, V.I. 00802
809-774-0001

RECEIVED
December 1, 1397 N‘FICE| g& INSPETTUR

EHATE U5

~
t

NERS

Can

‘98 JWN -6 A0:23

Honorabie WilmaA. Lewis
Inspector General

U.S. Department of Interior
Office of Inspector General
Washington, D.C. 20240

Subject: Draft Advisory Report on the Status of Inter-fund Loans and
other obligations of the Government of the Virgin Islands
(Assignment No. V-IN-VI1S-005-97-A)

Dear Inspector General Lewis:

We are in receipt of your Draft Advisory Report on the Status of Interfund Loans and
other obligations of the Government of the Virgin Islands.

We take strong objection to the conclusions of this audit. The audit claims that the
Administration borrowed $120 million in unauthorized interfund loans during the period
April, 1995 to September 30, 1997.

This |S far from the truth. Qur records for that same period show that over $41 million
was aready borrowed before April 1, 1995.  The checks drawn on the Payroll Fund
totaling $120 million, held at the Department of Finance on September 30, 1997, is not
proof certain that $120 million was actually borrowed during the period April, 1995 to
September, 1997. The fact is that this total represents amount borrowed that remain
unpaid, and the amounts legally authorized to be transferred from other funds to support
operating expenses of the General Fund. More specificaly, at the start of Fiscal Year
1995, October 1, 1994, the General Fund owed $34.5 million to the Payroll Fund for
further disbursement to the FICA and the Health Insurance Funds.

During Fiscal Years 1995 through 1997, legislation was enacted authorizing borrowings
and transfers of $49.9 million to support the operating expenses of the General Fund,
which includes payroll. Act No. 6075 alone appropriated $14,897,230 from any funds
available to satisfy Fiscal Year 1995 expenditures of the Legislature.

33



: . APPENDI X 3
Honorable Wilma A. Lewis Page 2 of 3

December 1, 1997
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A summary of these Legidative Actsis provided below for your information:

L Act No. 6086 appropriated $5 million to satisfy the local match
requirement.

2. Act No. 6119 appropriated $10 million from any fund to satisfy the local
match requirement for Hurricane Bertha and authorized the adjustment of
any item of appropriation up to $7 million in Fiscal Year 1996.

3. Act No. 6078 authorized the transfer of $6 million from any fund to offset
the General Fund revenue shortfall experienced due to the rollback of
1994 real property taxes to the 1992 assessment level.

4, Act No. 6075 appropriated $14,987,230 from any funds available to
satisfy Fiscal Year 1995 expenditures of the Legidature.

5. Act No. 6084 authorized the adjustment of any item of appropriation up
to $7 millionin Fiscal Year 1995.

When one takes into consideration the authorized borrowings and transfers of $49.9
million and the $41 million of outstanding borrowings before April 1, 1997, it would be
inaccurate to conclude that we had unauthorized borrowings of $120 million from special
and other funds, between April 1, 1995 and September 30, 1997.

Even though not substantiated, there is an implication that Federal funds were used to pay
for General Fund payroll costs.  This is totally incorrect. Our review of the draft
comments from the 1995 single audit does not substantiate your position. Moreover, the
overdraft status of Federal accounts more likely demonstrates that federal draws were not
received by the time the federa disbursements were made. Most federal programs are
drawn on a reimbursement basis, which means the specia and other funds were used and
reimbursed when the draw was executed.

We seriously question the figure of $574 million as the “genera operating obligations” of
the Government. Only the current portion of long-term debt is considered for accounting
purposes, as general operating obligations.

It must be noted that no malfeasance or other acts of misuse of government funds were
found by your audit.

With the total disruption of our government, caused by three100-year storms, it was

necessary for this Administration to take all steps to keep this government afloat, and to
keep the entire community together.
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We are requesting that your final draft report be withheld until members of my
Administration can prepare the necessary documentation to support our conclusions and
to respond to other audit findings.

Please fedl free to contact me should you have any questions about this matter.

Governor

s:wilma.121
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United States Department of the Interior

OFFICE OF INSPECTOR GENERAL
Vshington. D.C. 20240

FEB 5 1998

Honorable Roy L. Schneider

Governor of the Virgin Islands

No. 21 Kongens Gade

Charlotte Amalie. Virgin Islands 00802

Subject:  Response to Draft Advisory Report “Status of Interfund L oans and Other
Obligations. Government of the Virgin Islands’ (Assignment
No. V-IN-VIS-005-97-A)

Dear Governor Schneider:

On November 2 |, 1997, we requested that you respond. by December 3, 1997, to the subject
draft report. The draft report further stated that your comments had to be submitted by that
due date to ensure that they would be included in the final version of the report.
Unfortunately, we did not receive your response, dated December 1, 1997, and postmarked
December 29, 1997, until January 6, 1998. Since we received your comments after the final
report (No. 98-1-187) was issued, this letter presents our responses to the statements
(parenthetically referenced) included in your letter as follows:

"We take strong exception to the conclusions of this audit. The audit claims
that the Administration borrowed $120 million in unauthorized inter-fund loans during
the period April, 1995 to September 30, 1997." (Page 1, paragraph 2)

“This is far from the truth. Our records for that same period show that over
$41 million was already borrowed before April 1, 1995. The checks drawn on the
Payroll Fund totaling $120 million, held at the Department of Finance on September
30,1997, is not proof certain that $120 million was actually borrowed during the period
April, 1995 to September, 1997. The fact is that this total represents amounts borrowed
that remain unpaid, and the amounts legally authorized to be transferred from other
funds to support operating expenses of the General Fund. More specifically, at the
start of Fiscal Year 1995, October 1, 1994, the General Fund owed $34.5 million to the
Payroll Fund for further disbursement to the FICA and the Health Insurance Funds.”
(Page 1, paragraph 3)

Contrary to the statement that “the checks drawn on the Payroll Fund totaling $120 million,
... isnot proof certain that $120 million was actualy borrowed during the period April, 1995
to September, 1997,” our review of the 87 checks showed that, although they were dated
from September 9, 1995, through September 12, 1997, the checks were for repayment of
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FICA and health insurance expenses related to the pay periods April 1 1-24. 1995, through
July 18-3 1. 1997. Further, the statement that “The fact is that this total represents amounts
borrowed that remain unpaid” supports our conclusion that $120 million in interfund |oans
was outstanding as of September 30, 1997.

If, as stated in vour response. “over $4 1 million was dready borrowed before April 1. 1995,

then that $41 *million was in addition to, not a part of, the $120 million discussed in our
report. Our auditors physicaly examined the 87 checks. totaing $120 million, that were held
by the Department of Finance as of September 30, 1997, and we stand by the statements
made in the report. With regard to unauthorized, unrecorded interfund 10ans that may have
been made prior to April 1995, we stated in the report (page 8) that “we were not able to
determine whether additional unrecordedinterfund |loans were made during fiscal year 1995
but were repaid prior to September 30, 1997." The reason we were unable to determine the
exisence of or comment on interfund loans that may have been repaid prior to September 30,
1997, was that such loans were not recorded in the official financia records of the
Government of the Virgin Islands; therefore, they were not readily traceable.

Your statement that “at the start of Fiscal Year 1995, October 1, 1994, the General Fund
owed $34.5 million to the Payroll Fund for further disbursement to the FICA and the Hedth
Insurance Funds’ raises serious concern about the accuracy of the General Purpose Financid
Statements included in the single audit report for the fiscal year ended September 30, 1994
(which was issued by KPMG/Peat Marwick in December 1996). Specifically, Note 6
("Interfund Transactions’) to the General Purpose Financial Statements does not include an
amount of $34.5 million that the Genera Fund owed to the Payroll Fund as of September 30,
1994 (which would have been carried forward to beginning balances on October 1, 1995).
In our opinion, the omission of a $34.5 million interfund debt would constitute a material
departure from generally accepted accounting principles.

“During Fiscal Years 1995 through 1997, legislation was enacted authorizing
borrowings and transfers of $49.9 million to support the operating expenses of the
General Fund, which includes payroll.” (Page 1, paragraph 4)

“When one takes into consideration the authorized borrowings and transfers of
$49.9 million and the $41 million of outstanding borrowings before April 1, 1997, it
would be inaccurate to conclude that we had unauthorized borrowings of $120 million
from special and other funds, between April 1, 1995 and September 30, 1997." (Page 2,

paragraph 2)

As discussed in the previous paragraphs, the $41 million is not a part of the $120 million,
based on our review of available records. In regard to the five legidative acts, with
appropriations totaling $49.9 million, we noted the following:

X - Act No. 6086 appropriated from the 1996 Internal Revenue Matching Fund “in
the fiscal year ending September 30, 1996, the sum of $5 million, or so much thereof as may
be necessary, as a portion of the match share required of the Government of the Virgin
|slands pursuant to the Federal Emergency Assistance Act (the Stafford Act), Public Law
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93-288. as amended. 42 U.S.C. 15 12 et seq., to begin immediate assistance to individuals and
families as authorized by law.” The Act further states: “The Governor is authorized to use
the monies appropriated by this Act to match federal funding to the extent such r:atch is
required prior to any decison by the Presdent of the United States or the Congress o extend
full federal coverage of the disaster relief program. In the event 100% Federa funding is
authorized. further expenditure of funds pursuant to this act shal cease” Also, the .tot states,
"It is the intent of this act to allow for the immediate commencement of the Individual and
Family Grant Program under the approved 90% to 10% ratio now authorized by the President
of the United States, and not to delay funding pending a more favorable ratio.” Based on
these statements, we believe that these funds were appropriated by the Legislature as the
required local match for Federal funding for emergency disaster assistance relief following
Hurricane Marilyn in September 1995 and not for Government payroll expenses. (See page 8
of the final report.)

- .Act No. 6119 appropriated “in the fiscal year ending September 30, 1996, the
sum of $10 million, or so much thereof as may be necessary, to match any federa funds
authorized by the Presidential Disaster Declaration related to Hurricane Bertha.” The Act
further states: “The Governor is authorized to use the monies appropriated by this act to
match federal funding to the extent such match is required prior to any decision by the
President of the United States or the Congress to extend full federal coverage of the disaster
relief program. In the event 100% Federd funding is authorized, further expenditure of funds
pursuant to this section shall cease.” Also, the Act states, “It isthe intent of this section to
alow for the immediate commencement of all programs under the approved 75% to 25%
ratio now authorized by the President of the United States, and not to delay funding pending
amore favorable ratio.” Based on these statements, we believe that these funds were
appropriated by the Legidature as the required locd match for Federal funding for emergency
disaster assistance relief following Hurricane Berthain July 1996 and not for Government
payroll expenses.

Act No. 6 119 amended Act No. 6084 (see Act No. 6084 below) by deleting the phrase “fisca

year ending 1995” and substituting the phrase “fiscal year ending 1996.” Act No. 6084
authorized the Director of the Office of Management and Budget to adjust “any item of
appropriation in the budget of the Government of the Virgin Idands for the fisca year ending
September 30, 1995, to provide that fixed mandatory costs be paid, including but not limited
to payroll, utilities, rents, and ongoing contractual obligations.” Act No. 6084 further states
that “the total net adjustments authorized pursuant to ...this act shall not exceed seven
million dollars ($7,000,000) which sum is hereby appropriated for that purpose in the fiscal
year ending September 30, 1995." Also, Act No. 6084 states, “Within 30 days after the close
of fiscal year 1995, the Director of the Office of Management and Budget shal report to the
Legislature all reconciliations made pursuant to thisact.” As stated in our final report
(page 8), this act, in our opinion, did not authorize the interfund borrowing of monies that
were not appropriated but the transfer of monies among appropriations to pay for fixed
mandatory costs. Even if Act No. 6084, as amended by Act No. 6119, did authorize
interfund borrowing, such authorization should have been limited to $7 million and only
during fiscal year 1996. As of September 30, 1997, the outstanding balance of unrecorded
interfund loans made during fiscal year 1996 totded $48 million (out of the $120 million total
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anount of such loans). We were not able to determine whether additional unrecorded
interfund |oans were made during fiscal year 1996 but were repaid prior to September 30,
1997.

- Act No. 6078, passed in August 1995, states that “residential real property taxes
owed for the tax year 1994 shall be maintained at the 1992 rate of assessment.” The Act
further dtates, “The Governor of the Virgin Idands through the Commissioner of Finance, is
herelpv authorized to transfer six million dollars ($6,000,000) from any funds availablein the
Treasury of the Government of the Virgin Idands to offset the decrease in revenue that occurs
as a result of the residential property tax assessment moratorium.” Accordingly, because of
the rollback in property taxes (from the fiscal year 1994 level to the fiscal year 1992 level),
the Government was authorized to make up the shortfall by transferring $6 million from any
funds available in the Treasury. However, as of September 30, 1997, a transfer of $6 million
from any other fund to the General Fund in accordance with this act had not been recorded
in the official records of the Government. Therefore, athough this amount could be used to
repay $6 million of the $120 million in unauthorized interfund loans. the transfer of $6 million
fiom any other fund to the Genera Fund would have to be recorded in the officid records of
the Government.

- Act No. 6075 appropriated $14.9 million "from any available funds in the Treasury
of the Virgin Islands for expenditure by the Legislature in the fiscal year ending
September 30, 1995.” We did not obtain confirmation from the Government’s Department
of Finance that the $14.9 million was transferred from any other fund to the Genera Fund for
expenditures of the Legislature. In our opinion, even if the transfer had been made, these
funds would have been earmarked for expenditures of the Legislature and not for payroll
expenditures of the executive branch of the Government.

- Act No. 6084 (see Act No. 6119 above) authorized the Director of Management
and Budget to “adjust any item of appropriation in the budget of the Government of the
Virgin Idands for the fiscal year ending September 30, 1995" and limited such “adjustments’
to a maximum of $7 million. All reconciliations made pursuant to this act were required to
be reported by the Director of Management and Budget to the Legislature within 30 days
after the close of fiscal year 1995. As stated in the final report (page 8), this law, in our
opinion, did not authorize the interfund borrowing of monies that were not appropriated but
the transfer of monies among appropriations. Even if Act No. 6084 authorized interfund
borrowing, such authorization would have been limited to $7 million and only during fiscal
year 1995. As of September 30, 1997, the outstanding balance of the unauthorized interfund
loans made during fiscal year 1995 totaled $18.2 million (out of the $120 million total amount
of such loans). We were not able to determine whether additional unauthorized interfund
loans were made during fiscal year 1995 but were repaid prior to September 30, 1997.

Based on the forgoing discussion of the five legidative acts referenced in your response, we
maintain that $120 million borrowed without lega authorization from the Specid and Other
Funds bank account to cover the payroll-related expenses for FICA taxes and hedth insurance
premiums for pay periods April 11-24, 1995, through July 18-31, 1997, remained outstanding
as of September 30, 1997. The only reduction to this amount would be the $6 million based
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on Act No. 6078 but only after the $6 million transfer from any other fund to the General
Fund is recorded in the financid records of the Government. Deduction of this amount would
still leave a balance of $114 million borrowed without specific legislative authority.

- “Even though not substantiated, there is an implication that Federal funds
were used to pay for General Fund payroll costs. This is totally incorrect. Our review
of the draft comments from the 1995 single audit does not substantiate your position.
Moreover, the overdraft status of Federal accounts more likely demonstrates that
federal draws were not received by the time the federal disbursements were made.
Most federal programs are drawn on a reimbursement basis, which means the special
and other funds were used and reimbursed when the draw was executed.” (Page 2,
paragraph 3)

We cannot comment on the contents of the draft 1995 single audit report because the report
has not been findized and submitted to us for a cognizant agency review. (The single audit
report for fiscal year 1994, which was dated December 1996, was not submitted to us until

November 1997.) However, the absence of comments in the single audit report with regard
to the overdraft of Federal grant accounts does not guarantee that no overdrafts occurred.
In conducting the single audit, the independent auditors are required to review only a
statistical sample of transactions for grant accounts that are classified as“major programs,”

as defined in the Single Audit Act. For example, only 15 of the 118 Federal grant programs
listed in the Schedule of Federa Financia Assistance were classfied as “mgor programs’ and
included in the scope of the independent auditors review for the fisca year 1994 single audit.

Our final report (page 7) states, “We reviewed the activity in the Special and Other Funds
bank account and found that the account was overdrawn on 141 days during fiscd years 1996
and 1997, including by $12 million on December 4, 1995.” The report further states,
“Because the Specid and Other Funds bank account commingled both loca and Federa funds
and the bank account was overdrawn on many occasions, including amounts of up to
$12 million, we believe that Federal funds may have been borrowed to pay for non-Federal
payroll-related expenses.” In our opinion. there is a low probability that none of the
Government’s 118 Federal grant programs had unexpended baances on al 14 1 days on which
the Specid and Other Funds bank account was overdrawn. Therefore, we could not readily
determine, a the time the advisory report was issued, whether Federad grant funds were used
to pay General Fund payroll expenses.

Nevertheless, we are continuing our fieldwork on the Federal grants portion of the audit to
determine whether (1) drawdowns were made for particular expenditures on a Federal grant
but a payment was not made in atimely manner or a check was prepared and not issued by
the Department of Finance in a timely manner for these expenditures; (2) Federa grantor
agencies provided grantees with funds in excess of their immediate cash needs; and (3)
drawdowns were based on encumbrances and not payment documents. The results of our
review in these areas should provide sufficient evidence to conclude whether Federal funds
were used for other than grant-related expenses.
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With regard to the timing of grant drawdown requests. based on our ongoing review, we have
determined that. for the Government agencies with the largest amount of Federa grant funds,
such as the Departments of Health and Education. drawdowns are made either at the time that
payment documents are submitted to the Department of Finance for processing or a the time
that the checks are prepared by the Department of Finance but in both cases before the checks
are issued. Accordingly, those grant accounts should not have experienced an overdrawn
condition or required non-grant funds to pay these expenses because sufficient funds should
have been available in the Special and Other Funds bank account from the drawdowns.

"We seriously question the figure of $574 million as the ‘general operating
obligations” of the Government. Only the current portion of long-term debt is
considered for accounting purposes, as general operating obligations.” (Page 2,

paragraph 4)

We did not identify the $570 million as “general operating obligations’ but as a “total
operating debt,” with the intention of differentiating it from bonded debt, which is generally
incurred for the purpose of funding capital improvement projects. All of the itemsincluded
in the $570 million amount were incurred either as a result of the Government’s general
operations or to finance general operating expenses. Because the purpose of the advisory
report was to inform senior-level Government officids of the total outstanding obligations of
the Government to assist them in making informed decisions, both short- and long-term,
regarding those obligations and their impact on the Government’ s ability to meet itsgeneral
operating expenses, we believe that inclusion of the entire amount owed is appropriate.
Nevertheless, the only portion of the $570 million that could be considered long-term debt
is the $150 million in disaster loans owed to the Federal Emergency Management Agency
(FEMA) and, in that regard, the final report (page 12) states that “we recognize that the
FEMA loans are to be repaid over a period of up to 10 years.”

- "It must be noted that no malfeasance or other acts of misuse of government
funds were found by your audit.” (Page 2, paragraph 5)

The final report (page 3) states that the overall objective of our audit, as amended, isto
determine (1) all amounts borrowed by the General Fund from special fund accounts during
fiscal years 1995, 1996, and 1997 and (2) the outstanding balances of such interfund loans
and the unobligated balances of Federal grant accounts. The purpose of the advisory report
was to provide Government officials with preliminary information on the status of interfund
loans and other outstanding obligations to allow them to make informed decisions on the
Government’s finances. Our audit objective did not include the identification of “malfeasance
or other acts of misuse of government funds” As such, we did not draw any conclusions on
this matter in the advisory report. However, the discovery of any “malfeasance” during the
conduct of our audit would be referred to the proper authorities and not disclosed in an audit
report, which usually addresses systemic, control, or procedural deficiencies that may have
facilitated or increased the risk for acts of malfeasance.

- “With the total disruption of our government, caused by three 100-year
storms, it was necessary for this Administration to take all steps to keep this
government afloat, and to keep the entire community together.” (Page 2, paragraph 6)
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We certainly recognize the severe impact on the infrastructure. the economy, and the lives of
the reside& of the Virgin Isands that resulted from the three recent hurricares. The final
report (page 11) acknowledges that the decline in the Government’s financial conaricn “was
made worse by the economic downturn and extraordinary expenses that resulted from
Hurricanes Hugo in 1989, Marilyn in 1995, and Berthain 1996.” However, given those
financial hardships, we believe that the Government should have been more diligent in
controlling expenditures, collecting revenues, and managing its finances. Our audits of
Government agencies continue to disclose instances of major procurements being made
without competitive procedures being followed, of millions of dollars in revenues going
uncollected, and of inaccurate financial records. In our advisory report (page 1 1), we
concluded that “the [Government’'s] financia condition could have been strengthened through
more diligent efforts by the Government to address financial management deficiencies’ and
to implement our audit recommendations.

With regard to the $120 million in unauthorized, unrecordedinterfund |oans, we believe that
the Government should have (1) sought specific legidative approva for interfund loans (from
non-Federal and otherwise unrestricted accounts) to pay the payroll costs that exceeded
available General Fund balances and (2) recorded those interfund loans in the officid financia
records at the time that the loans were made.

If you have any questions about this matter, please contract Mr. Arnold E. van Beverhoudit,
Jr., Director of Insular Area Audits, at (340) 774-8300.

Sincerely,

Robert J. Williams
Acting Inspector General
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THE UNITED STATES VIRGIN ISLANDS

OFFICE OF THE GOVERNOR
GOVERNMENT HOUSE

Charlotte Amalie, V.l. 00802
809-774-0001

August 7, 1998

Honor abl e Robert J. WIliams
Acting Inspector General

U S Departnent of Interior
Ofice of Inspector Ceneral
Washi ngton, DC 20240

Subject: Draft Audit Report on Interfund Loans and Federal Gant Bal ances,
Government of the Virgin Islands (Assignment No. V-INWVS-005-97)

Dear Acting Inspector Ceneral WIIiamns:

This is to acknow edge receipt of your Draft Audit Report on "Interfund
Loans and Federal Grant Bal ances for the Government of the Virgin Islands."”
The following is the response to the Findings and Reconmendations included in
your Draft Report after an indepth and exhaustive review of this Draft Report.

| NTERFUND LOANS AND OTHER OBLI GATI ONS

Let ne focus on three areas of inportance, nanely, (1) Unauthorized
borrowi ngs, (2) Lack of Recording Interfund Loans, and (3) Federal Funds
used to cover the overdrawn condition of the Special and O her Funds Bank
Account.

(1) Unauthorized Borrow ngs

W nmaintain that the Departnment of Finance, at no tine, borrowed
funds in excess of the authorized $15 mllion to nmeet payroll costs, as
authorized by Act No. 6068. This issue was raised and clarified in the exit
conference, although the only appearance of this clarification is foun in a
footnote on page 10of the Audit Report. VW& would like to also reiterate that
the Departnment of Finance did not illegally borrow $120 nillion from Special
and Qther Funds to pay Ceneral Fund obligations were well within our |egal
authorization. W are all well aware that Disaster |oan funds received from
FEMA after Hurricanes Hugo and Marilyn were insufficient to cover revenue |osses.
As a result, our operating expenses exceeded our revenues, however, at no time
did the Department or this Adnministration state that these borrow ngs were soley
to neet payroll expenses. V¥ have always mintained the borrowi ngs were used to
meet all operating expenses of the Governnent, Wwhich include payroll costs.

During fiscal years 1995-1997, there were nmany Acts passed by the Legis-
lature of the Virgin Islands allowi ng the CGovernor through the Departnent of
Finance and/or the Ofice of Minagement and Budget to nmanage the severely
strained financial resources of the Governnent. These Acts were presented to
the Ofice of Inspector General in our earlier Responses, including the Act
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contained in the Virgin Islands Code, Title 23, Section 1125, which authorizes
the Governor to utilize all available resources of the Territory while under

a State of Energency. The majority of the borrow ngs were covered by this

| egi sl ation since the State of Energency declaration was in effect from Septem
ber 15, 1995 through January 1, 1997.

My Admi nistration stands by its position that all interfund borrow ngs and
interfund transfers from Special and Qther Funds were legally authorized during
the period covered by this Audit.

(2) Lack of Recording Interfund Loans

The Department is presently in the process of recording all interfund
borrowings and interfund transfers from the Special and Qher Funds to the
General Fund. Personnel of the Departnent are engaged in the reconciliation
of the various funds involved.

(3) Federal Funds Used to Cover the Overdrawn Condition of the Special
and O her Funds Bank Account

The Department of Finance strongly objects to your conclusion that Federal
funds were used to cover the overdrawn conditions of the Special and Ot her Funds
checking account. W& have comunicated this to your auditors on many occasions.
The "Show Me" approach that has been taken by the auditors from your office in
conducting this audit has left us with an unreasonable burden of proof. Based
on our review of your workpapers docunenting the 76 instances in which the Special
and Other Funds bank account was overdrawn, it appears that they neglected to
review the group of bank accounts that provide funding for Special and Qther Funds °
obligations. There are two checking accounts and one savings account used to
manage the receipts and disbursements of Special and Other Funds. Wen you review
the total cash available to support Special and Gher Funds checks, which includes
those funded by Federal prograns, we believe the conclusions of this audit wll
change dramatically. In fact, you will find that there has been no use of Federal
Funds to cover the so-called overdrawn condition of the Special and O her Funds
Bank Account. Funds are left on deposit in savings accounts to maximze our earn-
ings capabilities. The ideal solution to be able to naximze interest earnings on
idle cash would be to have a zero bal ance checking account. However, when the
Special and Qther Funds checking account was originally established, the deposi-
tory of that account did not offer that service.

The Department of Finance has always maintained that cash from the |ocal
portion of the Special and Qther Funds group of bank accounts has been supple-
menting the Federal portion. To demonstrate this, the Departnent has begun a
review of expenditures versus drawdowns for Federally funded programs. The results
of our review thus far have supported our position. ~In fact, our review of expen-
ditures for Federal progranms and related drawdowns for the Department of Public
Wrks for the period Cctober 1, 1995 through July 31, 1997 shows a significant
excess of cash disbursements over cash receipts. This is the sane period of
the audit, therefore, it could be concluded that a large percentage of the over
drafts could have resulted from Depattnents and agencies of the Government not
drawi ng Federal funds on a tinmely basis.
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W have recogni zed for sone tine the need for better and nore efficient
control of Federal Funds. A separate bank account has been established for
that purpose and will becone operational Cctober 1, 1998.

FEDERAL GRANT BALANCES

W concur that the Department of Finance has experienced problens recording
certain Federal electronic fund transfers. This occurs when the wire information
received from the bank does not include sufficient information to identify the
Federal Program. The Department has begun to renedy the problem through the
i ssuance of policy nenoranda to departnents and agencies on drawdown requests.

The Department also concurs that there are unusual circunstances where a
department or agency had initiated drawdown requests prior in the Departnment
of Finance conpleting its payment process. However, this is the exception.
The Department has inplemented a new process that allows departnments and agencies
to make drawdowns based on a system generated report which details all payments
processed by the Department for their Federal program This new process was
i mpl enented on April 30, 1998.

The United States Departnment of Treasury conducted an audit of the Federal
Prograns which fall under the 1990 Cash Managenent |nprovement Act, and the
results showed that there were no violations. As a result, no interest liability
was |evied against the Governnent.

LONG_STANDI NG PROBLEMS

The Department of Finance in conjunction with other government departnents
and agencies continues to develop, inplement and execute financial policy and
procedures to neet the changing needs of the Government of the Virgin islands.

To that end, we fully concur with your recommendation that the Department perform
an assessnment of current and future financial accounting and reporting needs of
the Government.

RESPONSES  TO RECOMMVENDATI ONS

Ve recommend that the CGovernor of the Virgin Islands:

1. REQU RE THE DEPARTMENT OF FINANCE TO RECCRD IN THE FI NANCI AL MANAGEMENT
SYSTEM THE $120 M LLION BORROAED BY THE GENERAL FUND FROM THE SPECI AL AND OTHER
FUNDS BANK ACCOUNT TO PAY FI CA TAXES AND HEALTH | NSURANCE PREM UMS FOR PAY PERI QDS
DURING APRIL 1995 TO JULY 1997. SPECIFICALLY, THE DEPARTMENT SHOULD PROCESS
JOURNAL ENTRY TRANSACTIONS TO ESTABLISH A DUE TO OTHER FUNDS LI ABILITY ACCOUNT IN
THE GENERAL FUND IN THE AMOUNT OF $120 MLLION AND A DUE FROM OTHER FUNDS RECEI VA-
BLES ACCOUNT IN EACH OF THE SPECI AL FUNDS FROM WH CH MONI ES WERE BORROWED FOR
EACH FUND' S APPROPRIATE SHARE OF THE $120 MLLION INTERFUND LOAN. N ADDITION,
THE DEPARTMENT OF FINANCE SHOULD PROVIDE A REPORT TO THE LEG SLATURE EXPLAI NI NG
THE USES MADE OF THE AMOUNTS BCRROWED W THOUT LEG SLATIVE AUTHORI ZATION AND THE
STATUS OF REPAYMENT SO THAT | NFORMED DECI SIONS ON THE GOVERNMVENT' S FI NANCES CAN
BE MADE AS THEY PERTAIN TO THE FUND ACCOUNTS AFFECTED BY TH S UNAUTHORI ZED INTER-
FUND DEBT.
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RESPONSE # 1

W concur. The Department of Finance will reviewthe activity between
CGeneral Fund and Special and Qther Funds to assure that all applicable transfers
are recorded. Processes have been inplemented to tinmely capture and record
transfers due to/from appropriate funds.

The Department of Finance will provide an appropriate report to the Legisla-
ture explaining the uses of amounts borrowed with |egislative authorization.

2.  REQUI RE THE DEPARTMENT OF FI NANCE AND THE OFFI CE OF MANAGEMENT AND BUDGET
TO DEVELCP AND SUBM T FOR LEG SLATI VE APPROVAL A PLAN OF ACTION TO LI QUI DATE THE
$120 M LLI ON UNAUTHORI ZED | NTERFUND DEBT. THE PLAN OF ACTI ON SHOULD ENSURE THAT
ANY FEDERAL FUNDS | NCLUDED |N THE BORRONED AMOUNTS ARE G VEN FIRST PRICRITY FOR
REPAYMENT N FULL, ANY SPECI AL FUNDS THAT WERE SUBJECT TO LEG SLATIVE, CONTRACTUAL,
OR OTHER LEGALLY BI NDI NG RESTRI CTI ONS AS TO USE ARE G VEN SECOND PRICRITY FOR
REPAYMENT | N FULL: AND ANY SPECI AL FUNDS THAT WERE SUBJECT TO ADM NI STRATI VE
RESTRICTIONS AS TO USE ARE G VEN THRD PRIORITY FOR REPAYMENT IN FULL.  FURTHER,
| F THE PLAN OF ACTI ON PROPCSES THAT AMOUNTS BORROAED FROM UNRESTRI CTED FUNDS NOT
BE REPAI D, THE DEPARTMENT OF FI NANCE SHOULD OBTAI N RETROACTI VE APPROVAL FROM THE
LEG SLATURE FOR THETRANSFER OF SUCH AMOUNTS.

RESPONSE # 2

W do not concur. W have previously stated that...."The ampunt utilized
by the General Fund from Special and Qther Funds to pay Ceneral Fund obligations
was well within our legal authorization, and that the Departnent did not illegally

borrow $120 mllion from Special and O her Funds.

3. REQUI RE THE DEPARTMENT OF FINANCE TO REPAY THE $115M LLION OUTSTANDI NG
BALANCE OF AMOUNTS BORROAED FROM SPECI AL FUNDS IN ACCORDANCE WTH ACT 6068.
SPECI FI CALLY, THE DEPARTMENT SHOULD SET ASIDE THE NECESSARY GENERAL FUND REVENUES,
PROCESS THE APPROPRI ATE BANK TRANSACTI ON TO TRANSFER THE FUNDS FROM THE GENERAL
FUND TO THE SPECI AL FUNDS FROM WH CH THE AMOUNTS WERE ORI G NALLY BORROWED, AND
PROCESS JOURNAL ENTRY TRANSACTI ONS TO RECORD THE REPAYMENT | N THE FI NANCI AL
MANAGEMENT SYSTEM | N ADDI TI ON, THE DEPARTMENT OF FI NANCE SHOULD PROVI DE A REPCORT
TO THE LEG SLATURE EXPLAI NI NG THE USES MADE OF THE AMOUNTS BORROVWED | N ACCORDANCE
WTH ACT NO 6068 AND THE STATUS OF REPAYMENT SO THAT | NFORMED DECI SI ONS ON THE
GOVERNMENT' S FI NANCES CAN BE MADE AS THEY PERTAIN TO THE FUND ACCOUNTS AFFECTED BY
TH' S AUTHORI ZED | NTERFUND DEBT.

RESPONSE # 3

W concur. A repaynent schedule will be devel oped to repay the $11.5 mllion
outstanding bal ance of anounts borrowed from Special Funds in accordance with
Act No. 6068.
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4. REQU RE THE DEPARTMENT OF FI NANCE TO ESTABLI SH A SEPARATE BANK ACCOUNT AT
A SUI TABLE LOCAL BANKI NG | NSTI TUTI ON TO SEGREGATE AND SEPARATELY ACCOUNT FOR ALL
FEDERAL FUNDS RECEI VED AND ALL EXPENDI TURES OF FEDERAL FUNDS MADE BY THE GOVERN
MENT. IN ADDI TION, THE DEPARTMENT OF FINANCE SHOULD TRANSFER TO THE NEW BANK ACCOUNT
ALL AMOUNTS CURRENTLY MAI NTAINED I'N THE SPECI AL AND OTHER FUNDS BANK ACCOUNTS THAT
WERE FROM FEDERAL SOURCES. FURTHER, THE DEPARTMENT SHOULD AMEND ALL DRAWDOWN
AGREEMENTS W TH FEDERAL GRANTCR AGENCI ES TO ENSURE THAT FUTURE DRAWDOWNS, \WHETHER

MADE BY ELECTRONI C FUND TRANSFERS OR BY ANY OTHER MEANS ARE DEPCSI TED | NTO THE
NEW BANK ACCOUNT.

RESPONSE + 4

W concur. The Departnent of Finance recognizes that for better contro
of Federal Funds, a separate bank account would assist us in this endeavor. That
account has been established and will become operational Cctober 1, 1998.

5. REQUI RE THE DEPARTMENT OF FI NANCE TO CONSOLI DATE THE "QOLD' AND " NEW
SPECI AL AND OTHER FUNDS CHECKI NG ACCOUNTS MAI NTAI NED AT BANCO PCPULAR DE PUERTO
RICO S ST. THOMAS BRANCH.

RESPONSE # 5

W concur. The process of reconciliation and accounting of bank activity

is being performed and efforts being made to consolidate the bank account will
be acconplished soon.

6. REQU RE THE DEPARTMENT OF FINANCE TO ANALYZE ANY UNI DENTIFI ED ELECTRONI C
FUND TRANSFERS OF FEDERAL FUNDS | N THE TWO EXI STI NG SPECI AL AND OTHER FUNDS BANK
ACCOUNTS TO | DENTI FY THE SOURCE AND APPROPRI ATE FUND ACCOUNT TO WHI CH EACH TRANSFER
SHOULD BE RECORDED AND PROCESS JOURNAL ENTRY TRANSACTIONS TO RECORD SUCH ELECTRONI C
FUND TRANSFERS IN THE FI NANCI AL MANAGEMENT SYSTEM

RESPONSE #6

W concur. The Department of Finance has experienced problens recording
certain Federal electronic fund transfers. This occurs when the wire information
received from the bank does not include sufficient information to identify the
Federal program The Departnent has attenpted to remedy this problem through

t he i ssuance of policy nenoranda to departnents and agencies on drawdown requests.
Qur efforts continue in this regard.
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7. REQUI RE THE DEPARTMENT OF FI NANCE TO TRANSFER $6 M LLI ON FROM ANY
"AVAI LABLE" SPECI AL FUNDS TO THE GENERAL FUND | N ACCCRDANCE W TH ACT NO 6078
AND TO PROCESS JOURNAL ENTRIES TO RECORD THE TRANSFER |N THE FI NANCI AL MANAGE-
MENT SYSTEM | N ADDI TI ON, THE DEPARTMENT SHOULD PROVI DE A REPORT TO THE LEGQ SLATURE
EXPLAI NI NG THE USES MADE OF THE AMOUNTS TRANSFERRED | N ACCORDANCE W TH ACT NO. 6078
SO THAT | NFORMED DECI SI ONS ON THE GOVERNMENT' S FI NANCES CAN BE MADE AS THEY PERTAI N
TO THE FUND ACCOUNTS AFFECTED BY THI S AUTHORI ZED | NTERFUND TRANSFER.

RESPONSE # 7

W concur. The Departnent of Finance will continue to reviewthe activity
bet ween General Fund and Special and Qther Funds to assure all applicable transfers
are recorded. VW have inplenmented processes to tinely capture and record transfers
due to/from appropriate funds

8. ESTABLISH, JO NTLY WTH THE LEG SLATURE AND W TH PARTI CI PATI ON BY PRI VATE
SECTOR REPRESENTATI VES, A SPECI AL TASK FORCE TO ADDRESS AND DEVELCP A PLAN OF ACTI ON
TO LI QUI DATE THE GOVERNMENT' S $588 M LLI ON (AS OF SEPTEMBER 30, 1997) QUTSTANDI NG
OPERATI ONS- RELATED  OBLI GATI ONS.

RESPONSE # 8

Ve concur. The Department of Finance will cooperate with any and all Govern-
nment of the Virgin Islands entities to resolve prior, current and on-going Financia
Accountability and Reporting requirenents necessary to |iquidate outstanding
operation-rel ated obligations.

FEDERAL GRANT BALANCES

RESPONSES  TO  RECOMVENDATI ONS

W reconmmend that the Governor of the Virgin Islands:

1. REQU RE THE OFFI CE OF MANAGEMENT AND BUDGET TO DEVELOP AND | MPLEMENT
A COMPREHENSIVE FEDERAL crant MANAGEMENT SYSTEM THAT REQUI RES ALL GOVERNMVENT
AGENCI ES TO PROVI DE THE OFFI CE WTH COPI ES OF ALL APPLI CATI ONS FOR FEDERAL GRANTS
AND OTHER GRANT AWARD AND DRAWDOWN | NFORMATION, USES THI' S | NPUT FROM GOVERNVENT
AGENCI ES AS THE BASI S FOR A FEDERAL GRANT DATABASE THAT | NCLUDES, FOR EACH GRANT,
THE GRANT PROGRAM NAME, THE CATALOG OF FEDERAL DOVESTI C ASSI STANCE (CFDA) NUMBER,
THE FEDERAL GRANTOR AGENCY NAME, THE GRANTOR AGENCY' S | NTERNAL GRANT NUMBER, THE
VIRG N | SLANDS GRANTEE AGENCY NAME, THE VIRG N | SLANDS FI NANCI AL MANAGEMENT ACCOUNT
NUMBER, THE GRANT PERIOD, THE TOTAL GRANT AWARD AMOUNT, THE TOTAL AMOUNT OF DRAW-
DOMNS MADE AGAI NST THE GRANT, AND COPI ES OF ANNUAL FI NANCI AL REPORTS; MONI TORS THE
USE OF FEDERAL GRANT FUNDS W THI N REQUI RED TI ME FRAMES AND COVPLI ANCE W TH LOCAL
MATCHI NG REQUI REMENTS, AND ENSURES THAT GOVERNMVENT AGENCI ES SUBM T REQUI RED ANNUAL
AND OTHER GRANT FI NANCI AL STATUS REPORTS IN A TI MELY MANNER

RESPONSE # 1

The O fice of Management & Budget has inplemented a procedure which requires
all Virgin Islands Government Departnments and Agencies to forward all information
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on federally funded progranms. This information is conpiled by individual depart-
nents and in summary. OWB conpiles a report to indicate Gant award date (Start

& End), Gant award amount, Anount drawn agai nst the award, Amount expended agai nst
the draw and total balance. These reports are to be conpiled on a quarterly basis.
The office is in process of finalizing the report as of March 31, 1998.

2. REQU RE THE OFFICE OF MANAGEMENT AND BUDGET TO PROVIDE THE FEDERAL GRANTS
MANAGEMENT UNIT WTH THE STAFF AND RESCURCES NECESSARY FOR EFFECTI VE | MPLEMENTATI ON
OF THE RECOWENDED COVPREHENS|I VE FEDERAL GRANT MANAGEMENT SYSTEM

RESPONSE # 2.

To date, the Ofice of Federal Gant Management has filled all existing positions
except one. The position is expected to be filled shortly. Currently the unit has
four Senior Gants Analysts. At the tinme for the audit, the unit had only two
Gant Analysts. Wth a full conplenment of positions, the unit will inplement and
maintain an effective conprehensive Gant Minagement System

3. REQU RE THE DEPARTMENT OF FINANCE TO ESTABLISH PROCEDURES AS A PART CF
THE ACCOUNTI NG MANUAL, TO ENSURE THAT ELECTRONI C FUND TRANSFERS ARE PROVPTLY
| DENTI FI ED AND RECORDED, THROUGH THE USE OF STATEMENT OF REM TTANCES, TO THE
APPROPRI ATE FUND ACCOUNTS UPON RECEI PT FROM THE FEDERAL GRANTOR AGENCI ES OR ANY
OTHER SOURCES. THE PROCEDURES SHOULD REQUI RE GOVERNMENT AGENCI ES THAT RECEIVE MONI ES
THROUGH ELECTRONIC FUND TRANSFERS TO PROVIDE THE DEPARTMENT OF FINANCE, | MVEDI ATELY
UPON NOTI FI CATI ON FROM THE FEDERAL GRANTOR AGENCY COR OTHER SOURCE, W TH PHOTCSTATI C
COPI ES OF APPROVED ELECTRONI C FUND TRANSFER DOCUMENTS AND ANY OTHER PERTI NENT
| NFORMATI ON NEEDED BY THE DEPARTMENT OF FINANCE TO RECORD THE TRANSFERS IN THE
FI NANCI AL MANAGEMENT  SYSTEM

RESPONSE # 3

Ve concur. As we have said before, the Departnent of Finance has experienced
problens recording Federal electronic fund transfers. The Department also concurs
that there are unusual circunmstances where a department or agency had initiated
drawdown requests prior to the Department of Finance conpleting its payment process.
However, this is the exception. The Departnent inplenmented a new process on
April 30, 1998, that allows departnents and agencies to make drawdowns based on a
system generated report which details all paynents processed by the Departnent for
their Federal program

4. REQU RE THE DEPARTMENT OF FINANCE TO ESTABLISH PROCEDURES TO DETERM NE
THE AMOUNT OF | NTEREST |NCOME EARNED ON FUTURE ELECTRONIC TRANSFERS OF FEDERAL
FUNDS THAT ARE NOT |MVEDI ATELY RELEASED FOR PAYMENT AND REM T THE | NTEREST |NCOVE
AVOUNTS TO THE U S. TREASURY AS REQU RED BY THE CODE OF FEDERAL REGULATI ONS
(31CFR 205).

RESPONSE # 4
W concur. The Departnent will establish procedures to identify and capture
applicable interest due to timng differences for both expenditures incurred and

unfunded as well as income received for paynents not disbursed during the established
CM A policy.
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5. REQU RE THE TRANSPORTATI ON OFFI CE, DEPARTMENT OF PUBLIC WORKS, TO MAI N
TAIN, FOR FEDERAL GRANTS THAT | T ADM NI STERS, FEDERAL GRANT PROGRAM FI LES WH CH
| NCLUDE COPI ES OF ALL APPLI CATI ONS FOR FEDERAL GRANTS, AWARD, DRAWDOM, AND OTHER
PERTI NENT GRANT MANAGEMENT | NFOCRVATI ON, AND COPI ES OF GRANT FI NANCI AL STATUS REPCRTS.

RESPONSE # 5.

The Department of Public Wrks has taken steps to inplement a corrective
action plan to effectively manage the grant programs. The Certified Public
Accountant Firmof Bronstein, Benham and Gllettee, P. C has been contracted
to develop a federal grant permanent file for the Transportation Office. The
permanent file will include: (1) specific conpliance requirenents of each grant,
(2) federal restrictions on expenditures and revenue drawdowns including allow
ability of indirect costs, (3) Ofice of Minagement and Budget Crcular A-128
(Fiscal Year 1996) and OMB Grcular A-133 (Fiscal Year 1997) requirenents and
(4) corrective action plans for Single Audit Findings for specific prograns.

6. REQUI RE THE DEPARTMENT OF PUBLIC WORKS TO DEVELOP A PLAN OF ACTION TO
EFFECTI VELY USE FEDERAL TRANSI T ADM NI STRATI ON, FEDERAL H GHWAY ADM NI STRATI ON,
AND U. S. ENVI RONVENTAL PROTECTI ON AGENCY FUNDS THAT ARE AVAI LABLE FOR APPROVED
PRQIJECTS.

RESPONSE # 6.

W concur. The Departnent of Public Wrks is in the process of devel oping
a plan of action to effectively use Federal Transit Adm nistration, Federa
Adm nistration, and U S. Environmental Protection Agency funds that are avail-
able for approved projects. Wrking along with our consultants, we are hoping
to be able to acconplish this goal within the next fiscal year.

7. REQU RE THE DEPARTMENT OF EDUCATION, | N COOPERATION WTH THE DEPARTMENT
OF PROPERTY AND PROCUREMENT, TO UNDERTAKE A STUDY OF | TS | NTERNAL REQUI SI TI ON AND
VENDOR PAYMENT PROCESSES, W TH THE OBJECTI VE OF STREAMLI NI NG AND AUTOVATI NG AS MANY
FUNCTIONS AS POSSIBLE.  ALSO, SUFFI CIENT | NTERNAL CONTROLS SHOULD BE | NSTITUTED TO
SAFEGUARD AGAI NST UNAUTHORI ZED OR | MPROPER PURCHASES OF GOCDS AND SERVI CES AND
PAYMENTS TO VENDCRS.

RESPONSE # 7.

W concur. Over two nonths, the Department of Education, in coordination
with the Departnents of Property and Procurement and Finance instituted the
Infrastructure Tracking System which is intended to inprove the procurenent
operations within the Departnent and expedite the requisition and vendor paynment
processes. This Tracking Systemis fully automated from the point of the
originators of requisitions to the transmttal to the Departments of Property
and Procurenent and Finance. Internal controls have been put in place to safe-
guard agai nst unauthorized and inproper purchases of goods and services and
payment to vendors.
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LONG- STANDI NG PROBLENS

RESPONSES TO RECOMVENDATI ONS

W recommend that the CGovernor of the Virgin Islands:

1. REQU RE THE DEPARTMENT OF FI NANCE TO PERFORM AN ASSESSMENT OF THE CURRENT
AND PRQIECTED FUTURE FI NANCI AL ACCOUNTI NG AND REPORTI NG NEEDS OF THE GOVERNVENT
AND SEED THE FUNDI NG NECESSARY TO UPGRADE THE FI NANCI AL MANAGEMENT SYSTEM S
COWPUTER AND SOFTWARE ACCORDINAY. |N PERFCRM NG THE NEEDS ASSESSMENT, | NPUT
SHOULD OBTAI NED FROM ALL USER AGENCI ES AND SUCH FACTORS AS THE NUMBER OF ON
LI NE USERS, THE VOLUME OF TRANSACTI ONS, COWPLI ANCE W TH THE FI NANCI AL REPORTI NG
REQUI REMENTS OF GENERALLY ACCEPTED ACCOUNTI NG PRINCI PLES AND THE SINGLE AUDI T ACT,
AND THE SPECI AL FI NANCI AL | NFORVATI ON NEEDS AND REPORTI NG REQUI REMENTS OF AGENCY
MANAGEMENT SHOULD BE CONSI DERED. ALSO, PROVI SIONS SHOULD BE MADE TO ENSURE THAT
USERS ARE PROPERLY TRAI NED AND THAT A USER- FRI ENDLY OPERATI NG MANUAL FOR THE
FI NANCI AL MANAGEMENT SYSTEM |'S DEVELCPED AND DI STRIBUTED TO ALL USERS.

RESPONSE # 1

VW concur. The Departnent has begun to inplenent |ong-range planning
strategies to address the current and projected future accounting and reporting
needs of the Government of the Virgin Islands. Additionally, efforts are in
process to identify funding and contractual resources to assist with the upgrad-
ing and maintenance of the Financial Minagenent Systems (FMS) autonated techno-
logy in the broader scope of hardware and software platforns.

2. DEVELOP AND | MPLEMENT AN AUDI T FOLLOWUP SYSTEM TO ENSURE THAT AGENCI ES
| MPLEMENT AGREED- TO AUDI T RECOMVENDATI ONS (WHETHER MADE BY THE OFFI CE OF | NSPECTCR
GENERAL, THE VIRG N | SLANDS BUREAU OF AUDI T AND CONTROL, | NTERNAL AUDI TGRS, OR
CONTRACTED | NDEPENDENT AUDI TORS) OR PROVI DE REASONABLE JUSTI FI CATI ON AS TO WHY THE
RECOMVENDATI ONS CANNOT OR SHOULD NOT BE | MPLEMENTED. AS OPTIONS, THE BUDGET
PROCESS COULD BE USED TO PROVI DE | NCENTI VES FOR AGENCI ES TO FULLY | MPLEMENT AUDI T
RECOMMENDATI ONS ANDY OR THE SPECI AL ASSI STANT TO THE GOVERNCR FOR POLICY AND AUDI T
RESOLUTI ON COULD REPORT TO THE GOVERNOR, ON AT LEAST A SEM ANNUAL BASI S, THE
AGENCI ES THAT DI D NOT | MPLEMENT AUDI T RECOMMVENDATI ONS SO THAT THE GOVERNOR COULD
FOLLOW UP WTH THE AGENCY HEADS TO REQUI RE | MPLEMENTATI ON.

RESPONSE # 2
We concur. W are devel oping a Quality Assurance Unit W thin the Depar tnent
of Finance to provide the additional nonitoring, procedural and review activities

relative to the admnistration and conduct of operational units which internally
and externally inpact the tineliness of all financial reporting.
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3. REQU RE AND PROVIDE THE DEPARTMENT OF PROPERTY AND PROCUREMENT W TH THE
AUTHORI TY TO STRI CTLY ENFORCE COMWPETI Tl VE PROCUREMENT REQUI REMENTS. TO THE
MAXI MUM EXTENT POSSI BLE, ADVERTI SED | NVI TATIONS FOR BIDS SHOULD BE USED FOR THE
PROCUREMENT OF GOODS AND CONSTRUCTI ON SERVICES.  IN I NSTANCES WHERE EMERGENCY OR
OTHER Cl RCUMBTANCES MAKE FORVAL ADVERTI SED BIDS | MPRACTI CAL FOR CONSTRUCTI ON
CONTRACTS AND FOR ALL PROFESSI ONAL SERVI CES CONTRACTS, REQUESTS FOR PROPCSALS AND
COVPETI TI VE NEGOTI ATI ONS SHOULD BE USED BY FOLLOAN'NG THE REQUI REMENTS ESTABLI SHED
IN TITLE 31, SECTION 239 (lo), OF THE VIRG N | SLANDS CCDE AND TITLE 31, SECTION
239-4, OF THE VIRG N | SLANDS RULES AND REGULATI ONS. ALSO, SPECI AL CONTI NGENCY
PLANS SHOULD BE DEVELOPED TO PROVIDE A MECHANI SM FCR THE GOVERNMENT, WTH A
REASONABLE LEVEL OF COVPETI TION AND MANAGEMENT OVERSI GHT, TO OBTAIN EMERGENCY DEBRI S
REMOVAL AND REPAIR SERVICES IN THE EVENT OF FUTURE HURRI CANES OR OTHER NATURAL
DI SASTERS.

RESPONSE # 3

VW concur. Title 31, Section 239 (10) of the Virgin Islands Code spell
out the requirenents for conpetitive procurenent. This authority is given to
the Conmi ssioner of Property and Procurement. | have directed the Commissioner
to strictly enforce the letter of the law.  The Commi ssioner has assured ne that
in accordance with law, advertised invitations for bids are being used for the
procurement of goods and construction services.

Plans are being devel oped to provide a nmechanism for the government to provide
for a reasonable level of conpetition and managenent oversight during hurricanes.

4. ESTABLI SH AN | NTERAGENCY TASK FORCE, | N COORDI NATION WTH A COWPETI Tl VELY .
SELECTED QUTSI DE COLLECTI ON AGENCY, TO REVI EW AND UPDATE THE ACCOUNTS RECEI VABLE
RECORDS OF ALL REVENUE- GENERATI NG AGENCIES OF THE GOVERNMENT; WRI TE OFF ACCOUNTS
THAT ARE DEEMED TO BE UNCOLLECTIBLE;, ATTEMPT TO COLLECT OUTSTANDI NG ACCOUNTS THAT
ARE DEEMED TO BE COLLECTI BLE; AND ESTABLI SH PROCEDURES TO ENSURE THAT BILLS ARE
PROWPTLY | SSUED FOR ALL AMOUNTS OAED THE GOVERNMENT, ACCOUNTS RECEI VABLE RECORDS
ARE KEPT UP TO DATE, AND EFFECTIVE COLLECTI ON ENFORCEMENT ACTI ONS ARE UNDERTAKEN
FOR ALL AMOUNTS ONED THE GOVERNMENT.  ALSO, A CONTROL MECHANI SM SHOULD BE ESTABLI SHED
THAT WOULD REQUI RE EACH = REVENUE- GENERATI NG AGENCY OF THE GOVERNMENT TO SUBMT A
QUARTERLY REPORT TO THE OFFI CE OF MANAGEMENT AND BUDGET WHI CH | DENTI FI ES THE QUT-
STANDI NG BALANCE OF ACCOUNTS RECEI VABLE FOR EACH TYPE OF REVENUE COLLECTED BY THE
AGENCY AND REQUIRE THE OFFI CE OF MANAGEMENT AND BUDGET TO SUMMARI ZE THI'S | NFORWA-
TION, AT LEAST ON A SEM ANNUAL BASI'S, IN A REPORT TO THE GOVERNOR OF ANY AGENCY
THAT WAS ALLOWNG I TS ACCOUNTS RECEl VABLE BALANCES TO | NCREASE SI GNI FI CANTLY.

RESPONSE # 4

Ve concur. This Admnistration is commtted to devel oping a mechanism for
the inplenentation of this recommendation. The Office of Management and Budget
IS pursuing a request to the U. S. Departnent of Interior for a grant to hire
the necessary staff within the Ofice of Mmnagement and Budget to acconplish
the responsibilities spelled out in your recomrendation.
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5. REQURE THE DIVISION OF PERSONNEL, | N COOPERATION WTH THE OFFI CE OF
COLLECTI VE BARGAINING AND W TH PARTI G PATION BY EMPLOYEE UNI ON REPRESENTATI VES,
TO UNDERTAKE A COVPREHENSI VE REVI EW OF THE EXI STI NG PERSONNEL MERI T SYSTEM TO
| NCLUDE DEVELOPI NG RULES AND REGULATI ONS FOR COLLECTI VE BARGAI NI NG UPDATI NG JOB
CLASSI FI CATIONS AND JOB DESCRI PTI ONS; CONSOLI DATI NG THE GOVERNVENT' S MANY SALARY
AND WAGE SCHEDULES; AND RESOLVI NG CONFLI CTS BETWEEN EXI STI NG LAWS CONCERNI NG THE
TYPES OF POSI TIONS THAT CAN BE FILLED THROUGH APPO NTMENTS TO UNCLASSI FI ED PGSI TI ONS.

RESPONSE # 5.

W concur. The Division of Personnel has been working with the Ofice of
Managenent and Budget and the Office of Collective Bargaining to establish a
uniform listing of position classes within the merit system W have devel oped
rules and regul ations which govern relationships among the Division of Personnel,
the Office of Collective Bargaining, and union representatives.

W have enclosed the following Exhibits for your information and review

(1) Exhibit 1 - Analysis of Federal Expenditures vs. Drawdowns, Depart-
ment of Public Works, Cctober 1, 1995 through July 31, 1997

(2) Exhibit 2 - Analysis of Specia and Other Funds Cash Balances

In conclusion, you may count on our continued cooperation in resolving
any further issues of this Draft Report.

Shoul d you have any additional questions, please feel free to contact ny
of fice.

Sin

Roy
CGover nor

CC: Juan Centeno .
Conmmi ssi oner of Finance

Arnold E. vanBeverhoudt, Jr.
Director of Insular Area Audits

Elno D. Roebuck
Special Assistant to the Governor
Audits & Policy Evaluation

Nellon Bowy, Director
O fice of Managenment & Budget
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STATUS OF AUDIT REPORT RECOMMENDATIONS

Finding/Recommendation
Reference

Status

Al A3 A6 A7,
and A8

A2

A4 and A5
B.l, B.2, B.3, and B.7

B.4,B.5 and B.6

C.1,C3,andC4

Management
concurs,
additional
information
needed.

Unresolved.

Implemented.

Implemented.

Management
concurs;
additional
information
needed.

Management
concurs,
additional
information
needed.
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Action Required

Provide an action plan that includes a
target date for implementing each
recommendation.

Reconsider the recommendation and
provide a response that addresses the
actions to be taken to liquidate the
$120 million in loans from the Special
and Other Funds. If concurrence is
indicated, provide an action plan that
includes atarget date and the title of the
officia responsible for implementation.
If nonconcurrence is indicated, provide
specific reasons for the nonconcurrence.

No further action required.
No further action required.
Provide an action plan that includes a

target date for implementing each
recommendation.

Provide an action plan that includes a
target date for implementing each
recommendation.
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Finding/Recommendation
Reference Status Action Required
c.2 Unresolved.  Reconsider the recommendation and

provide a response that addresses the
actions to be taken to develop a
comprehensive audit followup system. If
concurrence is indicated, provide an
action plan that includes atarget date and
the title of the official responsible for
implementation. If nonconcurrence is
indicated, provide specific reasons for the
nonconcurrence.

C5 Unresolved.  Reconsider the recommendation and
provide a response that addresses the
actions to be taken to perform a
comprehensive review and upgrade of the
personnel merit system. If concurrence is
indicated, provide an action plan that
includes atarget date and the title of the
officia responsible for implementation.
If nonconcurrence is indicated, provide
specific reasons for the nonconcurrence.

55



ILLEGAL OR WASTEFUL ACTIVITIES
SHOULD BE REPORTED TO
THE OFFICE OF INSPECTOR GENERAL BY:

Sending written documents to: Cadlling:

Within the Continental United States

U.S. Department of the Interior Our 24-hour

Office of Inspector General Telephone HOTLINE
1849 C Street, N.W. 1-800-424-508 1 or
Mail Stop 5341 (202) 208-5300

Washington, D .C. 20240

TDD for hearing impaired
(202) 208-2420 or
[-800-354-0996

Outside the Continental United States

Caribbean Region

U.S. Department of the Interior (703) 235-9221
Office of Inspector General

Eastern Division - Investigations

4040 Fairfax Drive

Suite 303

Arlington, Virginia 22201

North Pacific Region

U.S. Department of the Interior (67 1) 647-605 1
Office of Inspector General

North Pacific Region

415 Chalan San Antonio

Baltej Pavilion, Suite 306

Tamuning, Guam 96911
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Toll Free Numbers:
[-800-424-5081
TDD 1-800-354-0996

FTS/Commerciai Numbers;
(202) 208-5300
TDD (202) 208-2420

HOTLINE

1849 C Street, N.W.
Mail Stop 5341
Washington. D.C. 20240
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